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THE CHINA CHALLENGE
PART 1: ECONOMIC COERCION AS STATECRAFT

TUESDAY, JULY 24, 2018

U.S. SENATE,
SUBCOMMITTEE ON EAST AsiA, THE PACIFIC, AND
INTERNATIONAL CYBERSECURITY POLICY,
COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:47 p.m. in Room
SD-419, Dirksen Senate Office Building, Hon. Cory Gardner, chair-
man of the subcommittee, presiding.

Present: Senators Gardner [presiding], Risch, Young, Markey,
Merkley, Murphy, and Kaine.

OPENING STATEMENT OF HON. CORY GARDNER,
U.S. SENATOR FROM COLORADO

Senator GARDNER. This hearing will come to order.

I want to apologize to the witnesses for the vote that is kind of
making this a little bit discombobulated right now. I will be start-
ing, making my comments, then asking you for your testimony.
Senator Markey is voting on the second vote now. He will be join-
ing us, making his statements, coming back after that. And then
I will leave and go make the second vote. But we do not want to
delay the hearing any further. Thank you very much for your un-
derstanding and starting this a little bit late to begin with.

Let me welcome you all to the eighth hearing for the Senate For-
eign Relations Subcommittee on East Asia, The Pacific, and Inter-
national Cybersecurity Policy in the 115th Congress.

This hearing will be the first hearing in a three-part series of
hearings titled “The China Challenge,” and it will examine how the
United States should respond to the challenge of a rising China
that seeks to upend and supplant the U.S.-led liberal world order.

The Trump administration has been clear on the scope of the
problem and gravity of the challenge before us. According to the
National Security Strategy, for decades U.S. policy was rooted in
the belief that support for China’s rise and for its integration into
the post-war international order would liberalize China. Contrary
to our hopes, China expanded its power at the expense of the sov-
ereignty of others.

According to the National Defense Strategy, the central challenge
to U.S. prosperity and security is the reemergence of long-term
strategic competition by what the National Security Strategy clas-
sifies as revisionist powers. It is increasingly clear that China and
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Russia want to shape a world consistent with their authoritarian
model, gaining veto authority over other nations’ economic, diplo-
matic, and security decisions.

An opinion editorial in “The Wall Street Journal” last week noted
the following. Xi Jinping has proclaimed that China has both the
intent and capability to reshape the international order. Yet, much
of what passes for Chinese global leadership to date is simply the
pursuit of China’s own narrow interests. He has yet to demonstrate
the key attributes of true global leadership: the willingness to align
and in some cases subordinate Beijing’s immediate interests to the
great global good and the ability to forge a significant agreement
around a global challenge.

The question before us now is identifying the tools the United
States has at its disposal to counter the disturbing developments
posed by China’s less than peaceful rise.

This 1s why Senator Markey and I and a bipartisan group of co-
sponsors in the Senate joined in introducing the Asia Reassurance
Initiative Act, or ARIA, on April 24th. The legislation sets a com-
prehensive policy framework to demonstrate U.S. commitment to a
free and open Indo-Pacific region and the rules-based international
order. ARIA provides a comprehensive set of national security and
economic policies to advance U.S. interests and goals in the Indo-
Pacific region, including providing substantive U.S. resource com-
mitments for these goals. I am joined in this legislation on the com-
mittee by Senator Kaine, Senator Coons, Senator Cardin, Senator
Markey, by Senator Rubio and Senator Young, as well as Senators
Sullivan and Perdue and Graham.

This legislation has broad unanimous support. On June 4th, “The
Wall Street Journal” editorial board endorsed ARIA, stating Con-
gress is trying to help with the bipartisan Asia Reassurance Initia-
tive Act. The Senate bill affirms core American alliances with Aus-
tralia, Japan, and South Korea, while calling for deeper military
and economic ties with India and Taiwan. It notably encourages
regular weapon sales to Taipei.

The Chamber of Commerce has also endorsed ARIA, stating the
U.S. Chamber of Commerce supports the Asia Reassurance Initia-
tive Act of 2018 and thanks Senator Gardner for his efforts to
strengthen U.S. strategic and economic relationships across the
Indo-Pacific region. Particularly with regard to the legislation’s eco-
nomic goals, we appreciate the bill’s focus on closer trade ties,
stronger protections for intellectual property, and a renewed focus
on trade facilitation. We look forward to working with Senator
Gardner and the Congress to advance these important objectives.

On June 21st, we received a joint letter from the State Depart-
ment and the Department of Defense formally endorsing ARIA.
The letter, which is signed by Secretary Pompeo and Secretary
Mattis, states: “We value the ARIA legislation’s reaffirmation of
the United States’ security commitments to our Indo-Pacific allies
and partners. Furthermore, ARIA’s focus on promoting stronger re-
gional economic engagement and its support for democracy, the
rule of law, and the development of civil society is especially wel-
come as part of a diplomatically led, whole-of-government approach
to the Indo-Pacific region.”

I ask unanimous consent—I am going to ask myself. [Laughter.]
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Senator GARDNER. We will put this in the record, both the letter,
as well as the editorial.

[The information referred to above is located at the end of this
hearing transcript.]

Senator GARDNER. I expect the full committee to mark this crit-
ical legislation up in the coming days, I hope, and hope for its
quick passage by the full Senate in the near future.

When Senator Markey joins us, we will turn to him for his open-
ing comments.

But I want to welcome both of our witnesses here today.

Our first witness is Senator—is Dan Blumenthal—I almost gave
you a demotion there, Dan—who serves as Director of Asian Stud-
ies and Resident Fellow at the American Enterprise Institute. Mr.
Blumenthal has both served in and advised the U.S. Government
on China issues for nearly 2 decades. From 2001 to 2004, he served
as Senior Director for China, Taiwan, and Mongolia at the Depart-
ment of Defense. Additionally from 2006 to 2012, he served as a
commissioner on the U.S.-China Economic and Security Review
Commission, including holding the position of vice chair in 2007.
Welcome, Mr. Blumenthal, and thank you for your time and testi-
mony and being with us today.

I am going to go ahead and go to the next witness and stall just
a little bit more, if we can, for Senator Markey.

Our second witness today is Ely Ratner, who serves as the Vice
President and Director of Studies at the Center for a New Amer-
ican Security. Mr. Ratner served from 2015 to 2017 as the Deputy
National Security Advisor to Vice President Joe Biden and from
2011 to 2012 in the Office of Chinese and Mongolian Affairs at the
State Department. He also previously worked in the U.S. Senate as
a professional staff member on the Senate Foreign Relations Com-
mittee and in the office of Senator Joe Biden. Welcome, Mr. Ratner.
Welcome back to the committee. Thank you for being here.

And, Mr. Blumenthal, we will go ahead with your opening state-
ment.

STATEMENT OF DAN BLUMENTHAL, DIRECTOR OF ASIAN
STUDIES AND RESIDENT FELLOW, AMERICAN ENTERPRISE
INSTITUTE, WASHINGTON, DC

Mr. BLUMENTHAL. Thank you very much, Senator Gardner, and
thank you very much for your leadership on these issues and with
the bill that you have been working with your colleagues so fastidi-
ously on, and I am so glad that it is getting the press it deserves
and hopefully the support within the Senate that it deserves as
well.

What I want to do in my short time—and I am sure there will
be a lot of questions—is first, put in context the Chinese course of
practices and its grand strategy, then focus on some of the most
targeted countries of the Chinese course of practices, including the
United States, and then turn to some actions that we might take
both to defend ourselves, but also to be a little bit more proactive
against the Chinese Communist Party and its coercive economic
practices. And I do think we have a lot of leverage there.
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So no surprise to anyone who has been following the subject: The
party Secretary-General of the Communist Party and President Xi
Jinping are following a very robust grand strategy of the China
dream of national rejuvenation, rejuvenating the nation to become
again the Middle Kingdom, the center of international politics, and
perhaps international economics as well.

And he is doing things to effectuate this China dream. Building
up a world-class military, of course, is known to everybody who fol-
lows this topic, which has proceeded to advance its unlawful claims
in the South China Sea, in the East China Sea, and increasingly
now does operations in India and further afield in the Gulf. And
thal‘f military is a big part of its economic course of strategies as
well.

So the military is one tool. Economic coercion is another tool of
this grand strategy. We are waking up slowly to political warfare,
political influence operations that seeks to build support and target
nations for Chinese policies, or at least defend Chinese policies,
united front tactics, the Confucian institutes, part of the things
your colleagues have focused on as well.

So, economic coercion is the topic of the day. I have to state that
the era of reform and opening in China is over. It has been long
over. It has been over probably for 10 years. And China is back to
being run by state-owned enterprises that are related to the party.
The private sector is diminishing. That provides the Chinese state
with a lot more control over economic coercive policies.

Some of the economic policies we do not like here in the United
States are not necessarily coercive—they are predatory. It has to
do with the mass subsidization of Chinese state-owned enterprises
that make it uncompetitive for U.S. or other firms to compete with.
It has caused great dislocations inside the U.S.’s and other coun-
tries’ labor markets. It has to do with the outright theft, of course,
of intellectual property and trade secrets. That is theft.

The coercive aspect, I think, when you talk about the United
States, is the targeting of specific businessmen and businesses to
get them to do Chinese bidding. So, for example, in the latest
round of tariffs with respect to what we have levied on China, the
first thing someone like Xi Jinping does is call on U.S. business
friends to get them to go back home and lobby against any policies,
whether you like them or not, that he does not see in Chinese in-
terests. And if you do abide by them as a U.S. corporation or Euro-
pean corporation, you will probably get favorable market access. If
you do not abide by them, then you will not. So, the specific tar-
geting of U.S. businesses that China thinks can have influence in
the U.S. political system is a major tool.

China uses that same tool very much against Taiwan, which is
kind of ground zero for Chinese economic coercion. And here I
would say it is military and economic coercion. So the military is
used to demonstrate to Taiwan that the Chinese, if they want to,
can cut off Taiwan completely, its economic lifelines. Taiwan is an
island nation and completely dependent on seaborne trade. The
Chinese constantly exercise the ability to cut off their ability to ex-
ercise that seaborne trade. They also target Taiwanese business-
men to go vote for parties in Taiwan that they think will be more
favorable to China and are constantly cyber attacking, even just
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harassing Taiwanese businesses, as well as attracting talent away
from the top Taiwanese tech companies.

I am running out of time in my opening statement. So let me just
go through.

Japan is another big target. Again, it is military and economic.
We famously woke up to this in 2010 when there was a fishing dis-
pute, and China decided that it was going to ban the exports of
rare earth materials that were key to the Japanese economy. That
woke up the markets, and there was a market response to that.
But China has shown that it will continue to do so.

It did similar activities with respect to the Philippines in a dis-
pute over the Scarborough Shoal. Not only does it use its military
and quasi-military to cut off Filipino and Vietnamese fishermen
from using fishing zones that they had lawfully allowed to use but
also started to ban imports of important agricultural products from
those two countries as well. And they are very dependent on those
exports.

They have cut cables of exploration ships. They have announced
unilateral fishing bans, and they just continue to put overt military
and economic pressure on countries’ exclusive economic zones.

Since I am out of time, let me quickly just offer a few ideas about
how to fight back against this.

I think we have to be more directive against what the CCP, the
Chinese Communist Party, cares about the most and use more scal-
pels rather than big jackhammers. So the Chinese Communist
Party has favored state-owned enterprises that are part of patron-
age networks. We could certainly ban some of those from accessing
the U.S. market and the European market. Those are the two mar-
kets that matter the most. The U.S. consumer still fuels the Chi-
nese economy. Ban the ones that are the worst offenders in intel-
lectual property theft. Ban the ones that have benefited the most.
Ban the ones that are closest to the party.

Certainly we should consider, in terms of escalation, how much
party elites want their kids to come here to study. And I am not
saying ban all Chinese students. I am saying if you want the party
to stop acting in certain ways, go after what they care the most
about. So if we identify party elites’ children and so forth and they
want to come into the United States, we can certainly take a sec-
ond and third look at their visas.

[Mr. Blumenthal’s prepared statement follows:]

PREPARED STATEMENT OF DAN BLUMENTHAL

Mr. Chairman and Mr. Ranking Member, thank you for the opportunity to testify
before you today.

We are slowly waking up to a set of strategies by the Chinese Communist Party
(CCP) meant to enhance Party power internally and globally at our expense. The
CCP has adopted a number of strategies to strengthen the Party’s grip on the coun-
try so that it can lead China back to “Middle Kingdom Centrality.” These strategies
have been in place for a while, but have been accelerated by Communist Party Sec-
retary General Xi Jinping.

The broad strategic context for Chinese economic statecraft includes:

China’s Grand Strategy of the China Dream of Grand Rejuvenation, which re-
quires:

e Building a world class military to challenge the United States and Allied mili-
tary primacy;
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Strengthening political warfare and propaganda campaigns that interfere in
target nations’ politics to both block activities that the CCP does not like and
to build more favorable support for China abroad.

Advancing unlawful claims in the South China Sea and militarizing the seas
to gain control of them.

Challenging Japan’s lawful claims in the East China Sea
Building ports and facilities throughout the Indian Ocean

Attempting to make certain countries dependent on China’s loans and construc-
tion projects as part of the “One Belt One Road” initiative

I am not including more benign diplomatic initiatives that are also a tool in the
CCP’s broader strategy. And, as you can see, when I say “China’s policies,” I mean
those of the Chinese Communist Party. We do not know what “China’s policies”
would be in a more pluralistic society that is not completely dominated by a Len-
inist regime. I imagine we would get along very well with a China that is not under
the CCP’s grip.

Economic Coercion as a tool of the China Dream

Here is some more context. The era of reform and opening is over. Now, state
banks, state-owned enterprises (SOEs), and their associated links with Party offi-
cials are what drive the Chinese economy. The CCP is willing to accept slowing eco-
nomic growth in exchange for a tighter grip on the Chinese economy.

Thus, China’s economic coercion cannot be thought of as absent the needs of the
CCP’s grip on China, or its strategies for growth and influence—which as we now
know include massive technology theft, the blocking of market access in key sectors,
the control of capital flight, efforts to make exports cheaper (through subsidies and
consumer repression), and other related measures.

The CCP has extensively targeted the United States and its key allies in the re-
gion with this economic coercion. Let’s go through the CCP’s tactics in each of these
countries:

1. The United States

The CCP’s unfair and illegal economic practices, such as mass subsidization of
SOEs, gives China an unfair competitive advantage. This, coupled with the wide-
spread theft of US intellectual property (IP), hurts the US economy. We are slowly
challenging them on these fronts, and while these practices are the most harmful,
they can be separated analytically from direct economic coercion. Instead, direct co-
ercion includes:

Forced technology transfers. As U.S. Ambassador Dennis Shea highlighted
at the World Trade Organization (WTO) in June 2018, China’s “forced tech-
nology transfers” remain an implicit requirement for overseas companies
hoping to access China’s domestic market, especially through partnerships
with SOEs.

Pressuring U.S. business executives. That same month, Xi Jinping also
spoke with a number of top American business executives at the Global
CEO Council in Beijing in an attempt to pressure U.S. executives to con-
vince the U.S. government to ease trade tensions. A major form of coercion
against the U.S. has been the attempts to force U.S. businessmen to lobby
the U.S. government to adopt more favorable policies from China’s perspec-
tive. This practice has been ongoing for decades. The CCP will split Ameri-
cans into “friends of China” who might lobby on their behalf and others who
refuse to do so will not be granted access to China’s massive market.

2. Taiwan
Taiwan stands as “ground zero” for China’s coercive economic activities.

e There is a longstanding practice by China of pressuring Taiwanese business
people to vote for Taiwan political parties that are perceived to be more pro-
China or else lose market access or face economic harassment, and to pressure
the Taiwanese government to accept terms that are unacceptable to the vast
majority of the Taiwanese people.

e As we have seen recently, the CCP is also pressuring international companies
to not identify Taiwan by name in an attempt to erase Taiwan as a separate
entity from the global “mental map.” Examples of these include the incited
apologies from Marriot and Delta for including “Taiwan” on the list of countries
in which they operate.
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e Chinese People’s Liberation Army (PLA) military exercises in Taiwan’s sur-
rounding waters are meant to remind the people of Taiwan that the CCP can
cut Taiwan off from international trade altogether.

e China consistently targets and lures away top Taiwanese talent from its infor-
mation and communications technologies (ICT) industries in an attempt to hol-
low out and dominate these industries.

3. Japan

The CCP has used its military might and the blocking of exports and imports to
pressure Japan on political disputes.

e China’s combined military-economic coercive tools caught the world’s attention
in 2010, when a Chinese ship collided with two Japanese coast guard vessels
during a standard fishing trip near the disputed Senkaku islands. The Japanese
coast guard arrested the Chinese fishing trawler, which lead to combative rhet-
oric on both sides and China halting rare earth mineral exports to Japan. At
the time, China produced 93% of the world’s rare earth minerals, and essen-
tially had a monopoly on these materials. By halting these exports to Japan,
Japanese products such as hybrid cars, wind turbines, and guided missiles were
under threat.

e The CCP also incites the Chinese public into action after controversial events
that paint China in a bad light. Given China’s anti-Japanese sentiment that can
be traced back throughout history, the Chinese population has served as an ef-
fective proxy that the CCP uses to indirectly pressure the Japanese government
into making concessions.

For example, in 2012 as tensions between China and Japan became heat-
ed over the disputed islands, Japanese firms in China such as Toyota and
Honda had to shut down their facilities after demonstrations and violent
protests against Japanese businesses broke out across China. Such dem-
onstrations reveal broader Chinese government attempts to “hold foreign
businesses hostage to its political agenda.”

4. Philippines

The CCP has done the same thing towards the Philippines, demonstrating a pat-
tern in squeezing neighboring countries to achieve aims favorable to Chinese inter-
ests across the region.

o After the Philippines began challenging Chinese claims in the South China Sea
in 2012, China restricted banana imports from the Philippines and abruptly
cancelled several Chinese tour groups that were going to the Philippines.

o After the Philippines brought a case against China to the Permanent Court of
Arbitration challenging China’s expanding territorial claims in the South China
Sea, China continued to squeeze the Philippines economically by tightening con-
trols on Philippine fruit and continuing to cut the number of Chinese tourist
visits to the Philippines. As the third-biggest export market for the Philippines
and the fourth in foreign tourists, such cuts have a severe impact on the Phil-
ippine economy. In response to this, the Philippines was forced to “intensify [its]
efforts to diversify [its] trade with other countries.”

5. South Korea

The pressure on South Korea after the deployment of the Terminal High Altitude
Area Defense (THAAD) anti-ballistic missile defense system reveals not only Bei-
jing’s pressure tactics, but also some of the organizations involved and more specific
practices used by the CCP.

e For example, when the CCP decided to limit tourists to South Korea after an-
nouncements of the deployment, the China National Tourism Administration
became a key organization in implementing the CCP’s policies. Semi-private
corporations such as Chinese airlines also limited the number of plane tickets
sold or flights to and from the targeted country.

e When the CCP attempts to rally its citizens to boycott or protest foreign busi-
nesses, as it did against South Korean supermarket Lotte, Chinese state media
will actively encourage it.

e As the CCP limits certain imports of foreign goods, the Chinese Customs agency
will not approve shipments, while Chinese ports will wrap merchant ships up
in new regulations delaying their shipment.

e Local governments and actors have also gotten involved in Chinese economic co-
ercion efforts.
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When the CCP targeted Korean supermarkets in China during a particu-
larly strained period of Sino-ROK relations, it was up to the local govern-
ments to conduct “inspections” and shut down Lotte for “fire safety viola-
tions.” Or, “lone actors” in China conducted “patriotic hacks” against South
Korean company databases to steal data from Samsung.

6. Vietnam and the South China Sea

Lastly, there is the troubling category of combined military-economic coercive tac-
tics that China employs particularly against smaller countries in the region. For ex-
ample, the CCP has used its military and economic might against Vietnam and
other nations that have ongoing disputed claims to the South China Sea areas.
China has engaged in operations such as:

o Cutting the cables of oil exploration ships in the South China Sea. In 2012, two
Chinese fishing vessels cut cables of a Vietnamese vessel doing seismic oil ex-
ploration work in the South China Sea.

e Announcing and enforcing unilateral fishing bans. In May 2018, China unilat-
erally announced a fishing ban in the South China Sea for two months, directly
affecting the livelihoods of Vietnamese, Bruneian, Malaysian, and Filipino fish-
ermen.

e Or even directly threatening countries with overt military pressure, as was the
case when China placed an oil rig in Vietnam’s exclusive economic zone in May
2014 and surrounded it with an armada.

Fighting Back

Thus, China holds meaningful sway over most of the countries it targets and the
scale of China’s economy and resources is its biggest strength. Many countries—par-
ticularly smaller countries in Asia that China actively targets—still hope for access
to the China market or seek to receive investment from the PRC.

However, there are limitations to China’s economic coercion, particularly with re-
spect to the United States. For one thing, China’s economy is more dependent on
the U.S. economy than vice versa. Moreover, “good money” is leaving China to be
invested here or other Western safe havens. In fact, one of the biggest complaints
by Chinese elites is that the Xi administration is making it harder for them to get
their money out of China.

Since the U.S. is not dependent on China for as much as we think, we should
have plans for an economic coercion strategy of our own. Some of these measures
would include:

e Limits on the children of party elite’s student visas;

e Bans on market access in accord with European actors on the worst-offending
?OI?S (for example, those that consistently engage in forced technology trans-
ers);

e Targeted information campaigns within China in Chinese that advertise the
corrupt patronage networks that exist between the CCP and key SOEs;

e Global armadas that convoy fisherman and oil exploration vessels to areas they
are lawfully allowed to conduct their economic activities;

e Enhancing economic ties including the quick signing of a Bilateral Investment
Treaty and cyber-cooperation with Taiwan.

But our approach to CCP economic coercion needs to be more comprehensive. Be-
sides some of the defensive actions we could take listed above, the United States
should consider a more proactive trade agenda that targets the countries that will
become increasingly important to the U.S. in the future—Vietnam, Indonesia and
the Philippines—as well programs to help strengthen the rule of law in these coun-
tries so that they are not as susceptible to outright Chinese bribery. The greatest
economic coercion strategy we can place on China is helping to build free-market
trade agreements and free-market economies in Asia whose standards are so high
that a statist CCP will not be able to join.

Senator MARKEY [presiding]. Let me just stop you right there, if
I may, Mr. Blumenthal. I think you can probably get into more de-
tail when we get into the question and answer period. So let me
just stop you right there so we can begin with Mr. Ratner.

Again, Mr. Ely Ratner is Vice President and Director of Studies,
Center for a New American Security. We welcome you, sir. When-
ever you are ready, please begin.
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STATEMENT OF ELY RATNER, VICE PRESIDENT AND DIREC-
TOR OF STUDIES, CENTER FOR A NEW AMERICAN SECURITY,
WASHINGTON, DC

Mr. RATNER. Great. Senator Markey, Senator Kaine, thank you
for the opportunity to testify today.

Let me start by thanking Chairman Gardner and the other mem-
bers of the committee for your efforts to reinforce America’s endur-
ing commitment to Asia. I am encouraged to hear that the bipar-
tisan Asia Reassurance Initiative Act will be marked up by the full
committee. It is an important piece of legislation, and I share Sen-
ator Gardner’s hope for quick passage by the full Senate.

For the purposes of my opening statement today, I am going to
focus on the increasingly common and consequential phenomenon
of Chinese economic coercion whereby China is using economic
punishments against governments and firms or threats thereof to
advance its foreign policy and domestic political goals.

My home institution, the Center for a New American Security,
CNAS, released a report in June that represents the most detailed
and comprehensive study to date on this phenomenon. I would en-
courage interested members and staff to read the report in its en-
tirety.

The report examines how Beijing is using economic coercion to
advance its illiberal, authoritarian, and revisionist aims by employ-
ing a vast array of coercive economic tools, including import restric-
tions, popular boycotts, pressure on specific companies, export re-
strictions, limits on Chinese tourism, investment restrictions, and
targeted financial measures. Beyond the immediate economic costs,
these actions are having a damaging, chilling effect on the world.
Facing the specter of Chinese retaliation, countries are less willing
to stand up to China, and U.S. allies and partners are increasingly
reluctant to work with the United States on certain diplomatic, eco-
nomic, and military issues.

In terms of how best to respond, my written testimony provides
a dozen specific policy recommendations for Congress. Here are a
few highlights.

First, the Senate Foreign Relations Committee should hold hear-
ings on the costs and benefits of rejoining the Trans-Pacific Part-
nership. Rejoining TPP is among the most important things we can
do to advance our economic position in Asia and erode the effective-
ness of China’s economic coercion.

By contrast, U.S. withdrawal has done substantial damage to our
standing in the region and is facilitating the development of a Chi-
nese sphere of influence in Asia and beyond. Rejoining TPP would
renew confidence in the credibility and commitment of the United
States, help to reroute supply chains in the region, open new mar-
kets for U.S. companies, and ultimately reduce China’s economic le-
verage. It would also provide a mechanism for coordinating with al-
lies and partners to combat China’s predatory policies.

Second, Congress should pass legislation to constrain President
Trump’s ability to levy tariffs against U.S. allies and partners on
specious national security grounds. The United States will be far
less successful if we attempt to address China’s coercive actions on
our own. Instead, we should be working closely with allies and
partners, sharing information on Chinese activities, coordinating
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on trade and investment restrictions, and rerouting global supply
chains. Unfortunately, the Trump administration’s tariffs against
some of our closest allies and partners have diluted attention away
from China’s predatory practices and made it far more difficult to
coordinate on the China challenge.

Third, we have to engender the focus and political will to en-
hance U.S. competitiveness. Bolstering our own national strength
and staying at the cutting edge of technology and innovation are
essential to reducing China’s coercive capacity. This will mean con-
tinuing to support increases in basic research, investing in edu-
cation, pursuing responsible fiscal policies, developing strategic
visa and immigration policies, and generating a bipartisan con-
sensus on the importance of rising to this occasion. Succeeding in
the China challenge is ultimately about us, about our own national
competitiveness, not just taking defensive measures to deal with
China’s predatory practices.

In this context, I also support bipartisan legislation cosponsored
by members of this committee that mandates the administration to
publish a national economic strategy.

Fourth, the effectiveness of China’s economic coercion is based in
large part on perceptions and often misperceptions of China’s as-
cension and American decline. This leaves a vital role for greater
U.S. public diplomacy, information operations, and strategic mes-
saging to expound the strengths of the United States and to cast
a more skeptical shadow on certain elements of China’s leadership,
government, and economy.

My written testimony includes several recommendations for Con-
gress in this area, including reconstituting a 21st century version
of the U.S. Information Agency, augmenting resources to the
Broadcasting Board of Governors to bolster China-related content,
carrying out Congress’ essential role in publicly criticizing China’s
economic coercion, and providing resources and directing the De-
partment of Defense to develop means to circumvent China’s great
firewall and to make it easier for Chinese citizens to access the
global Internet.

Fifth and finally, we need to develop a stronger toolkit of our
own to blunt and deter Chinese economic coercion. Congress can
play a leadership role in limiting China’s leverage over key nodes
in the world economy, by developing regulations and export con-
trols that build diversity and redundancy into critical supply
chains. Moreover, Congress should call upon relevant U.S. depart-
ments and agencies to develop sharper retaliatory tools to deter
and impose costs on Chinese companies and the interests of rel-
evant Chinese Government officials. In short, as China deploys
more sophisticated, nimble, and offensive tools of economic
statecraft, so too should we.

Senator Markey, I will stop there and look forward to your ques-
tions. Thank you again for the opportunity to be here today.

[Mr. Ratner’s prepared statement follows:]

PREPARED STATEMENT OF ELY RATNER

I. Overall Assessment

Chairman Gardner, Ranking Member Markey, distinguished members of the com-
mittee, thank you for the opportunity to discuss a topic of vital importance to the
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United States. Before delving into the specifics of Chinese economic coercion, I want
to begin with four topline observations on the current state of the U.S.-China com-
petition:

1. The United States and China are now locked in a high-stakes geopolitical com-
petition. How this competition evolves will determine the rules, norms, and in-
stitutions that govern international relations in the coming decades, as well as
the level of peace and prosperity for the United States. There is no more con-
sequential issue today in U.S. foreign policy.

2. The United States, on balance, is losing this competition in ways that increase
the likelihood not just of the erosion of U.S. power, but also the rise of an
illiberal Chinese sphere of influence in Asia and beyond. If current trends con-
tinue, Asia will see a future that is less democratic, less open to U.S. trade and
investment, more hostile to U.S. alliances and military presence, and more often
dictated by raw Chinese power rather than mutually-agreed upon standards of
behavior. To avoid these outcomes, the central aims of U.S. strategy in the
near-term should be to enhance U.S. competitiveness and prevent China from
consolidating an illiberal sphere of influence.

3. The U.S. government has failed to approach this competition with anything ap-
proximating its importance for the country’s future. Much of Washington re-
mains distracted and unfocused on the China challenge. The Trump administra-
tion sounded some of the right notes in its first National Security Strategy and
National Defense Strategy, but many of its foreign and domestic policies do not
reflect a government committed to projecting or sustaining power and leader-
ship in Asia and the world. On balance, I would characterize the Trump admin-
istration’s China policy as confrontational without being competitive.

4. Despite current trends, the United States can still prevent the growth of an
illiberal order in Asia and internationally. Washington’s ability to muster the
necessary strategy, attention, and resources will go a long way in determining
the character of international politics in the 21st century. The foundations of
American power are strong, and the United States can successfully defend and
ad;zance its interests if only Washington can manage to pursue the right set of
policies.

II. The Phenomenon of Chinese Economic Coercion

Mr. Chairman, I look forward to a broader discussion this afternoon on the wide-
ranging question of China’s economic statecraft-including its Belt and Road strat-
egy, its ambitious industrial policy, and its continued use of unfair and illegal trade
and investment practices-but for the purposes of my opening statement today, I'm
going to focus on the increasingly common and consequential phenomenon of Chi-
nese economic coercion.

Economic coercion has become a fundamental part of Chinese economic statecraft
and has had a chilling demonstration effect on the world. If left unchecked and un-
answered, the shadow of Chinese coercion will continue to undermine U.S. interests
not just in terms of immediate economic costs and changes in behavior, but more
profoundly through a future deterrent effect. Facing the specter of economic punish-
ments from Beijing, countries and companies are increasingly wary of standing up
to Chinese illiberalism and revisionism, and several U.S. allies and partners are less
willing to cooperate with the United States on certain diplomatic, economic, and se-
curity matters. We already see these damaging effects in a variety of regions and
forums-in the South China Sea and ASEAN; on human rights, including in Europe;
and even in the United States with U.S.companies, universities, think tanks, and
state and local officials reluctant to speak truth to Chinese power. If the United
States is going to rise to the China challenge, Washington will have to find a way
to blunt this particularly pernicious element of China’s toolkit.

In June of this year, a team at the Center for a New American Security, the bi-
partisan national security-focused think tank where I work, published a landmark
study on China’s use of economic coercion.! I would encourage Members and their
staff to read the report in full. The report defined economic coercion as the use, or
threatened or latent use, of economic punishment for foreign policy and domestic po-
litical ends. To achieve such aims, China has used a vast array of coercive economic
tools, including import restrictions, popular boycotts, pressure on specific companies,

1Peter Harrell, Elizabeth Rosenberg, and Edoardo Saravalle, “China’s Use of Coercive Eco-
nomic Measures,” Center for a New American Security, June 2018, https://www.cnas.org/publica-
tions/reports/chinas-use-ofcoercive-economic-measures.
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export restrictions, limits on Chinese tourism, investment restrictions, and targeted
financial measures.

Although Beijing has employed these tactics primarily over sovereignty disputes
and other particularly sensitive areas for the Communist Party, the set of issues
that evoke Chinese coercion is growing and the tools are being deployed more fre-
quently. This reflects China’s expanding economic and security interests around the
world, greater coercive power enabled by its burgeoning economic clout, and Com-
munist Party Chairman Xi Jinping’s more assertive, ideological, and revisionist ap-
proach to international affairs. At times, this international bullying is intended pri-
marily for China’s domestic audiences, seeking to demonstrate the power and na-
tionalism of the Communist Party.

A series of incidents over the last decade have illuminated the manner and cir-
cumstances in which Beijing uses economic coercion: Banning the export of rare
earth minerals to Japan in 2010 during a clash over the disputed Senkaku Islands;
freezing imports of Norwegian salmon after Chinese dissident Liu Xiaobo received
the Nobel Peace Prize in 2010; restricting imports from and tourists to the Phil-
ippines during a standoff over Scarborough Reef in the South China Sea in 2012;
initiating popular boycotts and placing import and tourism restrictions against
South Korea following the deployment of a U.S. missile defense system in 2016 and
2017; and imposing restrictions on imports from Mongolia after a visit by the Dalai
Lama in 2016. The message has been clear: Don’t oppose Chinese revisionism in
Asia, and don’t question the Communist Party’s worsening authoritarianism.

Over the last year, China has also attempted to coerce large Western companies
into toeing Beijing’s line on Taiwan and Tibet. For example, China has been press-
ing international airlines to stop listing Taiwan as a separate country on their
websites. And in February of this year, Mercedes Benz was compelled to apologize
to China for quoting the Dalai Lama on a corporate social media account.

Chinese economic coercion differs in notable ways from U.S. economic coercion.
Beijing has largely used informal and extra-legal measures, providing deniability
and the flexibility to escalate and deescalate at will. Moreover, as should be clear
from the examples above, China is often using its newfound power and influence
to advance narrow national and regime “core” interests, rather than to uphold and
enforce international rules and norms. Beijing was content to sit quietly when Rus-
sia invaded Crimea, but has lashed out with economic punishments when foreign
leaders met with certain internationally-recognized religious leaders or Nobel Prize
laureates.

It can be difficult to gauge the relative success of these actions. On the one hand,
China’s bullying does have negative repercussions: publics resent the pressure and
economic hardship, and governments have at times sought ways to reduce future
vulnerabilities. It is my firm belief, however, that we should not overstate the
downsides for China. Beijjing is making steady progress at building a sphere of influ-
ence in Asia, even if in a manner that is two steps forward, one step back. Indeed,
even when an individual Chinese coercive action has little immediate effect, Beijing
can still succeed in sending a powerful deterrent message to other countries making
clear that they could be next. It would be a considerable mistake to sit back and
allow these practices to go unchecked under the assumption that they will eventu-
ally backfire for Beijing.

II1. Guiding Principles

Blunting China’s economic coercion is a strategic imperative for the United States.
As the United States embarks on addressing this problem, it should do so with the
following tenets:

1. The foundations of American power are strong: We should be approaching the
China challenge from a position of confidence. Despite all the pessimism about
American decline, the United States continues to possess the attributes that
have sustained its international power and leadership for decades. Our people,
demography, geography, abundant energy resources, dynamic private sector,
powerful alliances and partnerships, leading universities, democratic values,
and innovative spirit give us everything we need to succeed if only we're willing
to get in the game.

2. Rising to the China challenge is ultimately about us, not them: Since the end
of the Cold War, U.S. policy toward China has sought to open its society and
economy, while also encouraging it to become a responsible member of the inter-
national community. Instead, we find ourselves today confronting an increas-
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ingly illiberal, authoritarian, and revisionist power,2 and we should expect that
China will continue heading in this direction (at least) as long as Xi Jinping
is in charge. It is therefore no longer viable for the United States to predicate
its strategy on changing China. Rather, how the United States fares in its stra-
tegic competition with China will ultimately depend on our own competitive-
ness, and we should be bolstering our own national strength and influence to
gear up for this challenge.? In short, even as we strengthen our defenses
against China’s predatory economic practices, our China strategy should be fo-
cused on enhancing American competitiveness.

3. Tariffs should not be the principal economic policy tool against China: U.S. tar-
iffs raise prices on American consumers and businesses, invite retaliation, and
are unlikely to lead to significant changes in China’s economic policies. Al-
though limited tariffs are appropriate under certain circumstances, a better
strategy would put more weight on a combination of highstandard multilateral
rulemaking, investment restrictions, export controls, targeted public diplomacy,
sanctions against Chinese companies guilty of stealing U.S. technology, invest-
ments in U.S. domestic competitiveness, regulations that encourage supply
chain resilience and diversification, and closer coordination with allies and part-
ners.

4. We need a comprehensive China strategy across all domains of the competition:
Regardless of the specific topic-Chinese economic coercion, human rights, or the
South China Sea-the United States needs a comprehensive strategy that en-
hances U.S. competitiveness across all domains of the competition, including
military, economics, diplomacy, ideology, technology, and information.4 It would
be a mistake to approach our China policy as siloed and tactical responses to
particular problems. Succeeding on any individual issue will require strength
and skill across all areas of the competition.

Recommendations for Congress

1. Congress should hold hearings to re-examine the costs and benefits of rejoining
the Trans-Pacific Partnership (TPP).

Rejoining TPP (now the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership or CPTPP) is the single most important thing the
United States can do to advance its economic position in Asia, and to erode
the effectiveness of China’s economic coercion. Joining a high-standard
trade and investment regime will incentivize companies, including in the
United States, to diversify their supply chains away from China, thereby
lowering their dependence on and vulnerability to Beijing. Returning to a
multilateral trade mechanism will also renew confidence in the credibility
and commitment of the United States, while leaving China as an outlier as
long as it pursues a state-led mercantilist model. The politics of this are ob-
viously difficult right now in the United States, but both political parties
need to find a way back to the deal. By not joining and stewarding an
agreement with strong U.S. buy-in and protections, the United States is in-
viting continued Chinese economic coercion and, ultimately, Chinese domi-
nance of Asia.

2. Congress should constrain the ability of the Trump administration to levy tariffs
against U.S. allies and partners on national security grounds.

The United States should be working with-not alienating-allies and part-
ners to address the China challenge, including sharing information on Chi-
nese activities, coordinating on trade and investment restrictions, and re-
routing global supply chains. It will be exceedingly difficult to address Chi-
na’s coercive, unfair, and illegal trade and investment practices on our own.
It was a mistake to lead with Section 232 tariffs on some of our closest al-
lies, and similarly misguided to threaten auto tariffs against the European
Union or withdrawal from NAFTA or KORUS. Instead, the United States
needs an international economic strategy that differentiates between allies
and strategic competitors. Congress should therefore set limits on the

2Kurt M. Campbell and Ely Ratner, “The China Reckoning,” Foreign Affairs, March/April
2018, https://www.foreignaffairs.com/articles/united-states/2018-02-13/china-reckoning.

3Daniel Kliman, Elizabeth Rosenberg, and Ely Ratner, “The China Challenge,” 2018 CNAS
Aﬁlrﬁlal Conference, June 21, 2018, https://www.cnas.org/publications/commentary/the-china-
challenge.

4Ely Ratner, “Rising to the China Challenge,” Testimony before the House Armed Services
Committee, February 15, 2018, https://www.cfr.org/report/rising-china-challenge.
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Trump administration’s ability to levy damaging tariffs on close U.S. allies
and partners on specious national security grounds.5

3. Congress should play an active oversight role on U.S. economic policy toward
China by mandating that the administration produce a National Economic Se-
curity Strategy.

The U.S. government is not institutionally configured to deal with the
China economic challenge. The issue of economic coercion, in particular,
lacks a natural institutional home in the U.S. government. This dearth of
U.S. government coordination invites further Chinese coercion and in-
creases the likelihood that U.S. companies will buckle to China’s demands.
Congress should use its oversight authority to urge the U.S. government to
organize institutionally for the China economic challenge, including by
passing proposed bipartisan legislation requiring the administration to pub-
lish a National Economic Security Strategy.

4. Congress should focus on enhancing American competitiveness by continuing to
support increases in funding for basic research, formulating strategic immigra-
tion and visa policies, and investing in education, among other priorities.

Ensuring America’s continued economic strength and technological lead-
ership is vital to reducing U.S. vulnerability to Chinese economic coercion.®
The U.S. government should therefore continue its long tradition of pro-
viding seed funding for critical technological breakthroughs. Additional do-
mestic policies focused on enhancing American competitiveness will be crit-
ical to the strategic competition with China, including responsible fiscal
policies, strategic immigration and visa policies, skills retraining for work-
ers adversely affected by China’s predatory economic policies, emphasis on
improving STEM education, and efforts to build a bipartisan consensus on
the China challenge.

5. Congress should explore reconstituting a 21st-century version of the U.S. Infor-
mation Agency.

The United States should revive its ability to engage in information oper-
ations and strategic messaging, which have not featured prominently in
U.S. China policy for decades. The goal should be to provide a counterpoint
to the billions of dollars China spends each year in propaganda to sell a
vision of its own ascendancy and benevolence, alongside U.S. decline and
depravity. The resulting perceptions of the inevitability of China’s rise and
of future dependence on China have reinforced Beijing’s coercive toolkit.
More U.S. media and information platforms could provide a degree of level
setting about the facts and fictions of China’s power, expound the strengths
of the United States, and cast a more skeptical shadow on certain expres-
sions of Chinese influence, including its governing model, its ideological as-
sertions, and the overall strength of its economy. U.S. information oper-
ations could also highlight Xi Jinping’s deep unpopularity around the world,
as well as his mismanagement of China’s economy and failure to deliver on
much-needed economic reforms.? If creating a new institution like the U.S.
Information Agency is not feasible, the U.S. government will still need more
modern and sophisticated information dissemination tools.

6. Congress should increase funding for the Broadcasting Board of Governors to
augment China-related content in Asia and beyond.

5Peter Harrell, “Congress must rein in White House economic national security powers,” The
Hill, June 7, 2018, http:/thehill.com/opinion/national-security/390958-congress-must-rein-in-
white-house-economicnational-security-powers.

6 Elsa Kania, “China’s Threat to American Government and Private Sector Research and Inno-
vation Leadership,” Testimony before the House Permanent Select Committee on Intelligence,
July 19, 2018, https:/www.cnas.org/publications/congressional-testimony/testimony-before-the-
house-permanent-selectcommittee-on-intelligence.

7This would not require the use of disinformation. For example, a recent Pew Research Cen-
ter poll found that only 28 percent of respondents around the world had confidence in Xi “to
do the right thing regarding world affairs.” (http:/www.pewglobal.org/2017/06/26/u-s-image-suf-
fers-as-publics-around-worldquestion-trumps-leadership/#trump-putin-and-xi-all-unpopular-
merkel-gets-highest-marks.) Similarly, recent analysis by the Rhodium Group and Asia Society
Policy Institute on the pace of Chinese economic reforms found that, “fourth quarter 2017 indi-
cators continued to diverge from official reports: fundamental reforms are lagging while stated
growth never seems to change. This does not make good sense, statistically or logically. We see
eight of our ten policy assessments in neutral or negative territory.” (https:/aspi.gistapp.com/
china-dashboard/.)
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Current efforts to enhance U.S. government broadcasting and information
operations in response to Russian disinformation campaigns should be ex-
panded to develop more Chinarelated content in strategically significant
countries. A larger budget would allow Radio Free Asia to bolster its re-
gional offices and employ more journalists throughout Asia to report on
China’s activities of concern, including those related to the Belt and Road
strategy. More resources for U.S. strategic messaging could also help U.S.
entities to operate with greater sophistication on China’s own social media
platforms, such as WeChat. Alternatively, failing to augment U.S. resources
in the information space will make it much more difficult to succeed in
other areas of the competition.

. Congress should provide resources and direct the Defense Department to develop

the means to circumvent China’s “Great Firewall” and make it easier for Chinese
citizens to access the global Internet.

It will be important at times for the United States to be able to commu-
nicate directly with the Chinese people. The U.S. government should there-
fore invest in developing and deploying the technologies necessary to cir-
cumvent authoritarian firewalls, including in China. This would involve
both developing cyber capabilities to disrupt China’s censorship tools, as
well as finding new ways for citizens inside China to access a free and open
Internet.

. Congress should reinforce the Trump administration’s public reproach of China’s

economic coercion by passing sense of the Senate resolutions criticizing China’s
actions.

It is critical for the U.S. government to publicize and criticize Chinese
economic coercion. If the United States remains silent during incidents of
Chinese economic coercion, it is unlikely that others will be brave enough
to stand up. Public statements by the Trump administration that highlight
and diminish China’s actions in this area-including labeling China’s bul-
lying “Orwellian nonsense”—is good policy. Official U.S. statements should
also show support for targets of Chinese coercion. Congress has a role to
play in naming and shaming acts of Chinese coercion, supporting U.S. allies
and partners, while also holding private companies publicly accountable if
they are compromising U.S. values and interests for commercial gain.

. Congress should task the Congressional Research Service with publishing a reg-

ular report on Chinese economic coercion that outlines the incidents, costs, and
policy tools used by Beijing.

As part of a broader public diplomacy campaign, the United States gov-
ernment should make available data on Beijing’s coercive measures to high-
light the tools, methods, and consequences of Chinese economic coercion,
limit Beijing’s plausible deniability, and facilitate further study by outside
experts.

Congress should support the economic pillars of the Trump administration’s
IndoPacific strategy by passing the BUILD Act, reviving the Export-Import
Bank, and increasing foreign assistance in strategically significant sub-regions.

Bolstering U.S. economic competitiveness in the Indo-Pacific will require
additional resources. Beyond simply criticizing China’s predatory policies, it
is vital for the United States to offer concrete alternatives to China’s eco-
nomic statecraft. Although the Trump administration has been slow to de-
velop its strategy for a “free and open Indo-Pacific,” certain elements of the
policy are now coming into view. It will not be necessary (or possible) to
match China dollar for dollar. Instead the Trump administration should-in
concert with allies if possible-pursue discrete development projects that
showcase attributes of transparency, good governance, skills transfer, debt
sustainability, and environmental protections, all in contrast to China’s way
of doing business. Trump administration officials at the working level
should be commended for beginning to advance an economic agenda for
Asia despite strong headwinds. The upcoming “Indo-Pacific Business
Forum” on July 30 is a good start, and Members from both parties should
attend and participate if possible.

Congress should pursue measures to support supply chain diversification and re-
dundancy and consider a counter-coercion fund to compensate targets of Chinese
economic coercion.



16

The United States can take proactive steps to reduce the salience of Chi-
na’s coercive economic power. Building diversity and redundancy in critical
supply chains, for instance, could help to limit China’s leverage over key
nodes in the world economy. Congress can assist by considering regulatory
changes that reduce incentives for companies to source critical inputs from
China. The U.S. government should also study the feasibility of creating a
funding vehicle-possibly in cooperation with other developed economies-to
compensate, in real time, targets of Chinese economic coercion.

12. Congress should call upon Commerce, Treasury, and other departments and
agencies to develop tools to retaliate against Chinese firms and the interests of
relevant government officials.

The United States government needs more tools to retaliate against acts
of Chinese economic coercion, thereby helping to deter and, if necessary, im-
pose costs on Chinese companies and the political interests of relevant Chi-
nese officials. As a result, Congress should call upon departments and agen-
cies to come forward with proposals for additional retaliatory economic
measures. Otherwise, there is little reason why Beijing will hesitate from
bullying American firms. Areas for consideration should include U.S. anti-
trust statutes, export controls, licensing requirements, and investment re-
strictions. When appropriate, Congress should also urge the Trump admin-
istration to employ Executive Order 13694, which provides authorities for
sanctions against companies that have stolen intellectual property for com-
mercial gain.

Senator MARKEY. Great. We thank both of you for your testi-
mony.

And because of the roll calls, I was not able to make my opening
statement, which I will do here for a few minutes awaiting the re-
turn of the chairman. And then we will begin the question and an-
swer period.

STATEMENT OF HON. EDWARD J. MARKEY,
U.S. SENATOR FROM MASSACHUSETTS

Senator MARKEY. For good reason, Congress has spent consider-
able time working on the threats from North Korea lately. But for
those who follow the Asia Pacific region closely and increasingly for
those who do not, China has become a significant strategic chal-
lenge that demands our attention.

We are witnessing a growing Chinese willingness to bend and
break longstanding rules, rules that the United States helped cre-
ate in an effort to spread peace and stability across the globe in
the wake of devastating world wars, rules that created a level play-
ing field and allowed the ingenuity and productivity of American
workers to flourish, creating high-paying jobs and expanding our
economy.

Unfortunately, the Chinese Government is undertaking coercive
activities across the board, economically, militarily, and politically
that threaten to alter this playing field in China’s favor.

So as Chairman Gardner mentioned, we intend to hold a series
of hearings on what these developments mean for the United
States. And today we are focusing on the Chinese Government’s co-
ercive activities in the economic realm.

There are good reasons why we should be closely following these
issues. The Chinese Government has used this economic coercion
against our allies and partners undermining U.S. foreign policy,
and it has targeted American companies directly threatening the
livelihoods of American workers and expropriating American inno-
vation and ingenuity. Taken together, these actions are eroding the
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principles of the international rules-based system in an unprece-
dented way.

For example, the Chinese Communist Party is directing targeted
economic pressure against smaller countries to achieve specific dip-
lomatic goals. It has even been bold enough to target American al-
lies. In response to an alliance effort to defend South Korea from
North Korean missiles, China began an economic pressure cam-
paign targeting the South Korean Government and people. This
month’s long, high profile campaign reportedly caused the country
more than $15 billion in damage. Dollar figures like that tend to
change minds. And this blatant coercion should concern us all.

And this is not an isolated incident. China has used similar
measures against other U.S. allies like Japan and the Philippines,
and I fear that we will only see more of this activity in the future.

It also is using economic pressure to persuade countries to isolate
Taiwan diplomatically and attempting to compel companies to refer
to Taiwan as a part of China. According to media reports this
morning, U.S. airlines are expected to cave to the Chinese Com-
munist Party’s demands for them to refer on their websites to Tai-
wan as a part of China. Many foreign airlines have already
capitulated.

And through its Belt and Road Initiative, or BRI, China is bur-
dening countries receiving infrastructure loans with debts so ex-
treme that they begin to undermine their own very sovereignty. Ac-
cording to a recent “New York Times” report, this Belt and Road
Initiative amounts to a debt trap for vulnerable countries around
the world, fueling corruption and autocratic behavior in struggling
democracies.

The Chinese Government also is targeting U.S. and other foreign
companies in its bid to acquire technology that China deems strate-
gically important for its economic development. The list of Amer-
ican companies on the receiving end of China’s ever-more aggres-
sive economic coercion is long and growing.

In one example, American Superconductor, an energy technology
company from my home State of Massachusetts that produces chips
for wind turbines, partnered with a Chinese company partially
owned by the Chinese Government, which then stole its intellectual
property and used it against them.

These practices have victimized numerous other companies in
Massachusetts and across the country, including many that do not
want to be named for fear of retribution by the Chinese Govern-
ment.

This must stop. And the American Government must help pro-
tect American businesses from being bullied by China. And while
the administration has sought to counter some of China’s efforts
through tariffs, there are broader strategic objectives that we need
to keep in mind. Across the board, these coercive measures hurt
companies and their workers, damage our international relations,
and create vulnerabilities, and they damage the international sys-
tem that keeps peace and stability.

This is not about making China out to be the enemy, and it is
not, as China likes to complain, about constraining China’s rise.
But rather, it is about all countries following the rules of the road
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because these rules give every country, including China, a chance
to prosper and compete from an equitable playing field.

So it is of the utmost importance that we stand up for the inter-
ests, principles, and values that we care about. There is no place
in the modern world for powerful countries coercing others, wheth-
er they be smaller neighbors or companies trying to provide for
their workers. There simply is no room for the old ways of might
makes right. We must ensure that we protect U.S. economic and
security interests, as well as the broader international system that
has helped provide peace and stability across the globe. The United
States cannot afford to cede leadership on this issue.

So I thank you, Mr. Chairman. The witnesses have completed
their testimony, and we are ready to begin a round of questions.

Senator GARDNER [presiding]. Thank you, Senator Markey.

Again, thank you both for your time and testimony today, and I
thank the members for their time in participating in the com-
mittee.

Mr. Blumenthal, you mentioned in your opening statement—you
talked about the economic opening in China being over. Could you
go into a little bit more detail of what you mean by that?

Mr. BLUMENTHAL. So the period of reform and opening, which
Deng Xiaoping began in 1978 and allowed for the great growth of
China, the great growth of the private sector, private sector entre-
preneurs and brought so many Chinese out of poverty and bene-
fited the world, ended probably 10 years ago. We now know the
Chinese have gone back to the state sector dominating, taking out
room for entrepreneurs to grow. They have gone back to things like
price controls. They have gone back to things like lending on the
basis of non-market, non-profitable lending, but rather through pa-
tronage from the party to state-owned enterprises. They certainly
have not moved any further than they were 10-12 years ago on
market access, things that we have been pressing for. They have
not stopped subsidizing. In fact, they have doubled down on sub-
sidizing their state-owned enterprises, which is probably the single
biggest cause of probably the WTO stalling as much as it has. And
Xi Jinping is certainly not taking China down the road of another
round of market reforms. Quite the contrary, he is statist and fa-
voring state-owned enterprises and the subsidization of state-
owned enteprises over the private sector.

Senator GARDNER. It was the first opportunity I had through the
committee to visit China I think in 2015, and while I was there,
I met with a number of U.S. businesses. In those conversations,
these U.S. businesses said just give China more time. There is just
a little bit more time than now to see if the reforms will work. And
I think you have said it has been about 10 years now where those
reforms quit and then they kind of went back. They have gone back
to some of the bad actions of the past.

I do not hear the same thing from American businesses today.
I do not hear give them time, just wait a little bit longer. What I
hear now is that the U.S. needs to act on the predatory economics.

You have also talked about coercion. Could you explain the dif-
ference between sort of coercion and predatory economics?

Mr. BLUMENTHAL. Sure. So the Chinese economic system in
many ways is set up to be predatory without necessarily trying to
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fulfill a geopolitical imperative. So when I talk about coercion spe-
cifically, I am talking, for example, about trying to stop U.S. tariffs
to take an example right now. So call on U.S. businesses—Xi
Jinping calls on CEOs of U.S. businesses and says, if you do not
get the Trump administration to stop these tariffs, your businesses
will pay. They cannot do business here. We will squeeze them out.
That is coercion.

The same thing with Taiwan. If you, Taiwan CEO, do not go
back to Taiwan and vote for a more pro-Beijing party, you cannot
do business here. That is coercion. That is trying to obtain a geo-
political objective.

The predatory nature of the Chinese economy is just inherent
and structurally in the system. The state-owned enterprises and
the state banks lend on a predatory nature and a non-profitable
nature. And the subsidization that they rely so heavily upon in
China in order to export is causing structural stresses in the world
trade system. So that is how I divide it up analytically.

Senator GARDNER. Supports in something like Sri Lanka would
be predatory economics.

Mr. BLUMENTHAL. In that case, it could be both. So if you are set-
ting up—it is predatory in the sense that Sri Lanka needs the
funding for the port, and they will get favorable terms at first from
the Chinese. But then the Chinese will come back and call for
something in return like access to a port. It can be coercive if the
Sri Lankans do not actually deliver that port, and they could more
and more pressure on the Sri Lankans politically to deliver. A lot
of the BRI cases are cases of both, a confluence of both those strat-
egies.

Senator GARDNER. And I mentioned before that I do not hear
from U.S. businesses just wait a little bit longer to see if those re-
forms take effect. But yet, as Senator Markey mentioned in his
opening dialogue, we do see coercive efforts by China on U.S. air-
line companies trying to get them to change their websites, a word
on a website, as it relates to Taiwan. And so that is a coercion tac-
tic. Is that correct?

Mr. BLUMENTHAL. That is absolutely correct. The target there is
isolation of Taiwan using U.S. businesses as a proxy to get at Tai-
wan.

Senator GARDNER. And what is the ultimate consequence if U.S.
businesses, like U.S. airlines, start capitulating to China and their
demands over changing their website? That is not the end of it.
Right? It continues. There is something else. There is something
more.

Mr. BLUMENTHAL. On Taiwan, there is a multifaceted coercive
strategy. It involves military coercion that constantly exercises to
demonstrate to Taiwan that if they want to, they can cut their eco-
nomic lifelines off from ports and increasingly in the airspace. They
are trying to wipe Taiwan off the mental map of all of us, and that
is what they are doing with airlines and other types of companies,
as well as websites. They are trying to get the State Department
and others—they are constantly fighting with them over how to
mention Taiwan, the Olympics. What they want to do is wipe Tai-
wan off the map as a separate entity.
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Senator GARDNER. I know in both of your statements, you make
recommendations for policies that we could put in place that would
help the United States address the rise of China. And as Senator
Markey said, the goal is not to try to make people choose between
friends but to have multiple friends to have in a system that actu-
ally abides by international norms and rules of the road that we
all agree to. And so I look forward to getting into those rec-
ommendations a little bit more.

Senator Markey?

Senator MARKEY. Thank you, Mr. Chairman, very much.

Mr. Ratner, where are we in this trade war? Just help us to step
back and get a perspective as to where this is likely to lead.

The U.S. Department of Agriculture today announced they are
planning to announce $12 billion in emergency aid for farmers that
were hurt by President Trump’s escalating trade war. And obvi-
ously, there is going to be a line of other industries’ employees who
are going to be showing up looking for aid as well as part of this
war. We might as well call it kind of a trade defense budget. You
need a whole defense budget here. It is not just going to be for the
ag sector. It is going to be for every other sector, steel, aluminum,
you name it. All the way down the line are industries affected by
those industries who are all going to be looking for some help.

So can you talk a little bit, Mr. Ratner, where you see this going
and what the end game is from your perspective?

Mr. RATNER. Sure, Senator Markey. The direct answer is I think
we are about 20 years into this trade war. So this is not something
that Donald Trump started. This is something that China started
decades ago. And I do not agree with all the ways that the Trump
administration is going about dealing with this problem, but I do
think they should be commended for highlighting it, and business
as usual was not going to work. So it is important I think.

And one of my critiques of the Trump administration is that it
was a serious mistake for them to lead with the section 232 tariffs
against our allies and partners because it muddied the message of
Chinese predatory practices, and that is what we should be focused
on as a country in terms of our economic strategy as we are think-
ing forward. That is what the Trump administration should have
been talking about from day one. And I worry now that the mes-
sage is very confused with both the American people and the inter-
national community in terms of where the China economic chal-
lenge and China’s predatory practices——

Senator MARKEY. So you are saying instead of imposing tariffs on
Canadian steel and aluminum that actually hurts many sectors of
our economy, that instead the President should have been focusing
on China right from the very beginning. Is that your point?

Mr. RATNER. That is absolutely right. The term that I used to de-
scribe the Trump administration’s China policy is that it is
confrontational without being competitive. Tariffs are quite
confrontational, but there is a better basket of tools that we could
be using associated with high standard rulemaking, investment re-
strictions, export controls, public diplomacy, sanctions against par-
ticularly bad actors, investing at home, rerouting supply chains, co-
ordinating with allies and partners. There is a whole suite of eco-
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nomic policies we should be making here to be more competitive
with China. That is what we should be focused on.

Senator MARKEY. Okay.

Now, do you see any threat that this economic trade war could
spill over into national security areas as well?

Mr. RATNER. It depends what you mean by that, sir. I think part
of what the Trump administration

Senator MARKEY. We need the Chinese for cooperation on many
national security issues. Do you think this could reduce the likeli-
hood that there would be cooperation where the United States is
looking for it most ardently?

Mr. RATNER. I think we may see issue linkage. Certainly both
President Xi and President Trump have drawn such issue linkage.

I think one of the questions is what is the goal of the Trump ad-
ministration here, and they have not articulated that. There are
folks inside and the President himself who talk about trade defi-
cits. There are others who talk about restoring American manufac-
turing, and there are others who talk about tech transfer and intel-
lectual theft. And then there are others who talk about that the
goal here is not actually to get a deal that makes our economies
more interdependent but one that leads to less dependence between
us that sees interdependence as the problem.

So I think one of the reasons why I like the idea that Senator
Young and others have talked about about a national economic se-
curity strategy is that it would force the administration to be clear
about what its aims are and then put forward a strategy to achieve
those aims because we have not heard that yet clearly from the
Trump administration.

Senator MARKEY. So, again, do you think that in the absence of
that, that we could just wind up with a never-ending cycle of in-
creased tariffs on both sides that ultimately harm the global econ-
omy perhaps while not, in fact, achieving the result, which the
President says that he is aiming to achieve?

Mr. RATNER. Well, again, I do not think we know what the result
is exactly, but certainly tariffs are a blunt instrument. They raise
prices for consumers and businesses, and they invite retaliation.
And I do not think they are necessarily going to achieve the types
of concessions from the Chinese on their industrial policies or their
economic model that some are talking about. So to me, they may
be a small part of a broader economic policy, but they should not
be the central tool of our economic approach to China, which
séhould be predicated on a more competitive strategy by the United

tates.

Senator MARKEY. So in terms of what the Chinese did to the
South Korean economy after the deployment of the THAAD system,
hitting it to the tune of $15 billion, what does that teach us about
China and its relationship with national security issues from their
perspective in terms of linking economic sanctions as a response to
those national security issues?

Mr. RATNER. Well, I think what it teaches us, Senator, is that
China is going to use its economic clout to try to achieve its geo-
political aims, which include dividing American alliances and erod-
ing the influence of the United States in the region. So I think that
was a very important episode. It was very revealing.
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I think we can talk about trying to incorporate China into a
rules-based order. I do not think that is where we are going to be
in the next several years. I think what we have to do is pull up
our socks, get more competitive, slow down Chinese momentum in
its efforts to develop the sphere of influence. That is a much more
urgent task than a long-term goal of developing a rules-based
order.

Senator MARKEY. Looking at what happened in the Singapore
summit, there were reports before Singapore that the Chinese had
already increased trade with North Korea, and then there were
comments coming out of leadership inside of China that they could
now increase trade because of the, quote/unquote, success of the
Singapore summit. How do you view that? How do you view the
Chinese in terms of their use of trade or withdrawal of it as a tool
in their relationship with the United States, South Korea, but with
the North Koreans?

Mr. RATNER. Well, to link this question with the earlier one, I
tend to believe that China’s behavior vis-a-vis North Korea is
predicated on its own narrow interests as it relates to the penin-
sula and its geopolitical interests. I do not think they are going to
be more or less cooperative on North Korea as a result of U.S.
trade policy. In general, they may share the hope in the long term
of denuclearization of the Korean Peninsula, but I do not think
they are particularly interested in any kind of instability that
might come along with that. So I tend to think they have been
looking for any opening to get where we are today, and they are
going to push in that direction and essentially support the United
States and the Trump administration when it is in their interests
and oppose it when it is not.

Senator MARKEY. Thank you, Mr. Chairman.

Senator GARDNER. Thank you, Senator Markey.

Senator Young?

Senator YOUNG. Well, I thank our witnesses for being here today.

Mr. Ratner, thanks for your testimony. As I reviewed your writ-
ten statement, you seemed to be making a pretty simple argument
with very serious implications. In short, you seem to be saying we
are in a high stakes competition with China, that China does not
accept this rules-based international order we had hoped to wel-
come them into back in 2000. The legitimacy of that order and the
institutions that were stood up to oversee that order are not re-
spected by China. China instead respects power. And we as a na-
tion have insufficient leverage, it seems, to be able to effect the sort
of change we want with respect to intellectual property theft, joint
licensing requirements, dumping, and so many other things. What
we lack—and this is language you employed—is a comprehensive
strategy.

Is that a fair summary of your viewpoint, Mr. Ratner?

Mr. RATNER. Yes, Senator.

Senator YOUNG. Well, I appreciate your reference in your pre-
pared statement to my legislation, and I, of course, would welcome
my cosponsorship. I already know that Senator Gardner has signed
on to the national economic security strategy. You have called on
Congress to pass this legislation.
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Why specifically do you believe Congress should pass this legisla-
tion? And why do you believe the administration should produce a
national economic security strategy?

Mr. RATNER. Senator, my answer would be twofold.

First, clearly the economic dimensions of the geopolitical competi-
tion are only becoming more important. You know, it is common to
say now that we are seeing the return of great power politics. The
role of economics in the strategic competition will be greater I
think than they were in the past for a variety of reasons, in no
small part because that is at the leading edge of Chinese power
and influence. So that is where the United States needs, among
other areas, to rise to this challenge. So the economic component
is very important and it is a particular area where our government
is not well configured institutionally and where this particular ad-
ministration is not coordinating particularly well. And if we are
going to get serious about this, we are going to need the govern-
ment with a coordinated strategy where the different elements are
working together toward the same purposes.

Senator YOUNG. So is it fair to say that you believe that this leg-
islation and the requirement that this and future administrations
produce a national economic security strategy would catalyze crit-
ical thinking across different departments of government? They
would synthesize their different priorities and objectives, and that
would lead to a coherent and cohesive whole-of-government eco-
nomic strategy that would advance our national interests.

Mr. RATNER. I think it could certainly help, Senator. I will say
to your last point, I am at times disappointed when the Trump ad-
ministration is taking actions that do not represent its National Se-
curity Strategy or its National Defense Strategy, which I think are
actually quite good documents. So it does not solve the problem in
and of itself, but having served in the White House and worked
closely with the National Security Council, these planning proc-
esses are incredibly important for the kind of coordinating mecha-
nisms you are describing.

Senator YOUNG. But any infirmities that might exist in the strat-
egy would then be exposed for lawmakers, academics, and critics
alike to remedy in a classified setting where a classified annex
would be required for the security strategy. Is that how you see
this?

Mr. RATNER. Yes. And frankly, I think there are new tools that
the United States is going to need. So this is not just the process
of digging up and putting together, cobbling together old parts of
our strategy. I think we need these processes to bring together the
foreign policy and security dimensions of our foreign policy appa-
ratus with the economic and finance dimensions, and that is not
something that we do well. I will say again at my time at the
White House in my role as Deputy National Security Advisor to the
Vice President, I attended the deputies’ committee meetings. There
was an economics pillar to those that were run by an entirely dif-
ferent group of people than the normal national security process,
and it led to relatively incoherent policies at times. And those
worlds need to be brought together, and this type of strategy proc-
ess is one way to do that.
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Senator YOUNG. What I find coherent in, say, the National Secu-
rity Strategy is how they have been able to, through an established
process, look across the State Department, Treasury, Department
of Defense, and other agencies of government. Their handiwork is
synthesized within the National Security Council. And that is what
we envision working hand in glove with the National Security
Council and the National Economic Council doing a similar sort of
thing on the economic front.

Would there be a signaling function by production of a national
economic security strategy, that is, a signaling to our adversaries
about what precisely our policy is and to the American public who
I find consistently asking back in Indiana, whether they are farm-
ers or manufacturers or others, what is the plan?

Mr. RATNER. I think that is right. And just to inverse your ques-
tion to make the same point, I think the lack of coordination, as
I say in my testimony, I think invites Chinese economic coercion
because they see those divisions. And I think it makes it harder for
companies that are under the duress of Chinese economic coercion
to stand up for themselves because when they look back, they are
not sure anyone is behind them standing firm either. So both for
our folks and for our competitors, I think it would send an impor-
tant signal.

Senator YOUNG. Thank you.

Mr. Ratner, in your prepared statement, you write, quote, the
United States should be working with not alienating allies and
partners to address the China challenge.

Now, look, I acknowledge that our trading partners could give
some with respect to their policies related to trade, other economic
policies, regulatory policies. But our differences are marginal in
cc&mparison to the state capitalist model that, say, China has adopt-
ed.

So why do you believe we need international partners like the
Europeans, like the Canadians, for example, in addressing China’s
economic coercion despite the fact that we may have some dif-
ferences with those partners?

Mr. RATNER. Well, there are multiple functions that we can do
to address Chinese coercion and some of these predatory practices
with our partners. One, of course, is sharing information and intel-
ligence, which is a key part of this effort, and then coordinating on
things like investment restrictions. For instance, if there were a
company from Indiana, whether it was a high tech company that
was trying to be bought by a Chinese company and CFIUS or its
successor were to block that, if the Chinese could then just go to
the Europeans and buy a similar technology or a similar company,
then your company in Indiana would lose out from that. So I think
to maintain our competitiveness and protect our IP is going to be
a team effort with our allies and partners. It is not something we
can do on our own.

Senator YOUNG. And there is additional leverage as well, which
is a related point to yours. As we try and bring China closer to
what we would consider good behavior or a fair trade model, en-
hancing our leverage by joining together with the Europeans or our
Asian friends and trading partners might make sense. Would you
agree with that assessment?
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Mr. RATNER. I would agree with that, and when it looked like the
United States was going to join the Trans-Pacific Partnership and
that agreement was going to pass, the Chinese were starting to ask
questions quietly at senior levels with American officials about
what they would need to do down the road to improve their prac-
tices to join that agreement, and obviously, those conversations are
no longer happening today.

Senator YOUNG. So lastly, Mr. Chairman, if I could just follow up
on that. I noted that one of your recommendations, Mr. Ratner, in
your testimony was rejoining TPP or finding a way into the Trans-
Pacific Partnership. And I commend the President of the United
States for having indicated that he was open to that prospect in the
last State of the Union Address.

When I was in the House of Representatives, I co-chaired the
TTIP Caucus, the Transatlantic Trade and Investment Partnership
Caucus. And I wonder. Should the United States to gain more le-
verage, in addition to the economic benefits, also be vigorously pur-
suing TTIP negotiations in parallel with some of these other ef-
forts?

Mr. RATNER. Yes, Senator. I think if we were part of the Trans-
Pacific Partnership and we knitted that together with TTIP, we
would be in an extremely strong position in terms of our economic
competitive position toward China, and we would not be having
these discussions today.

Senator YOUNG. Thank you, sir.

Senator GARDNER. Senator Merkley?

Thank you, Senator Young.

Senator MERKLEY. Thank you, Mr. Chairman.

Mr. Ratner, under WTO, is China allowed to offer subsidies to
its businesses?

Mr. RATNER. Senator, I am not a trade lawyer, so I cannot get
into the weeds of WTO law. But I think the answer is no, and there
are several other dimensions in which they are not in compliance
with the agreement.

Senator MERKLEY. Under the WTO, China is required to do an
annual report of all of its subsidies to different enterprises. Does
it do that report?

Mr. RATNER. I believe not, Senator.

Senator MERKLEY. So when it fails to do the report, we are,
under the WTO, allowed to do a report on their subsidies. I did an
amendment a few years ago that said if China does not produce a
report, our trade representative will be directed to produce our re-
port. And before that amendment—the ink could dry on it, our
trade rep under President Obama produced a list of 200 Chinese
subsidies, subsidies we are well aware of but rarely kind of articu-
lated. So we certainly have an understanding of massive Chinese
subsidies that are not allowed under WTO.

How about to offer loans at non-market rates?

Mr. RATNER. I believe not, sir.

Senator MERKLEY. Or to provide land for free as a form of sub-
sidy?

Mr. RATNER. I think that is right as well as forced technology
transfer and number of other practices.



26

Senator MERKLEY. And how about being required—for our com-
panies to be required—to locate in a particular part of China where
the infrastructure is inferior to other locations?

Mr. RATNER. Correct.

Senator MERKLEY. A couple of years ago when I was part of a
delegation to China, we were at a meeting of the U.S. Chamber of
Commerce in which many of these practices were highlighted. But
one company in particular stood up and said—and I will not name
the exact company because they probably did not want it too much
publicized at the time. But they said they were basically told we
have to put our manufacturing center in this far western city, far
from the port infrastructure. We are told we cannot build any size
of item that is in direct competition with the Chinese items. They
were told they only could build larger versions that the Chinese
were not yet building or they would be shut down and shut out of
the country.

Is that type of activity by the Chinese legal under the WTO?

Mr. RATNER. No, sir.

Senator MERKLEY. And what about requiring American compa-
nies to do joint venture arrangements in order to be able to locate
in China?

Mr. RATNER. Also not part of the agreement.

Senator MERKLEY. And you are familiar with how these joint
venture agreements are often used as a way to drain U.S. tech-
nology.

Mr. RATNER. Yes, sir.

Senator MERKLEY. So what does one say to the American citizen
who says China is violating all of these rules, and the WTO has
no mechanism by which we appear to be able to hold them account-
able? Why should we not work intensely to create an ability to hold
China accountable to the structure of the WTO?

Mr. RATNER. I think that was the intention of the Trans-Pacific
Partnership. The WTO was written at a different time. It was
never designed for this type of state-led mercantilist power, and it
was not designed around investment issues and other e-commerce
issues and IP issues that we are facing today. So certainly, a need
for an updating. But, again, I think the TPP, the Trans-Pacific
Partnership, was the institutional answer to many of these short-
comings.

Senator MERKLEY. Well, perhaps we can have that debate an-
other day because I do not share your opinion on that.

But turning back to the flaws in the WTO, what is the average
Chinese tariff on our manufactured goods?

Mr. RATNER. I do not know that off the top of my head, Senator.

Senator MERKLEY. Are you familiar, in general, that their tariffs
are significantly more on average on our manufactured goods than
our tariffs on theirs?

Mr. RATNER. They are absolutely much, much higher. I think the
fact that again this is not well known among the American people
or in the international community is a shortcoming of our public
diplomacy and communications on this issue, and I think we need
to think about how we can do a better job of telling this story do-
mestically and internationally. But absolutely, there is clear data
on this particular finding.
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Senator MERKLEY. And the Chinese are continuing to use a lot
of state-owned enterprises as a strategy to provide subsidies that
are rather hidden.

So under the WTO, if China engages in these practices and says
to our companies, you have to be part of a joint venture, why do
we not say, well, China, you want to locate in the U.S., you have
to be part of a joint venture. Why should we give them such easy
access when they are putting up such fierce obstacles to our invest-
ments in China?

Mr. RATNER. I do not think we should, and I think these types
of reciprocal rules would be fair and would likely cause them to
change their practices in certain ways. I think the fact that they
have been able to get away with these kinds of practices for so long
and take advantage of our open markets is what all of us collec-
tively are trying to solve here. But I think a principle of reciprocity
is a great one to apply to this problem.

Senator MERKLEY. In my various trips to China, I have seen
China with bicycles. I have seen China with cars, and now I have
seen China with bullet trains, massive new metro systems being
built across the country, roads, bridges. Meanwhile, they are in-
vesting massively in defense. They are proceeding to buy up stra-
tegic minerals around the world. They are proceeding to buy into
a lot of companies in the United States.

Is China eating our lunch?

Mr. RATNER. I do not think they are eating our lunch. You know,
one of the things that I like to remind folks—and I know you all
share this confidence and I put it in my statement—is that we
ought to keep reminding ourselves that the foundations of Amer-
ican power are strong. And the reason why, if they are eating our
lunch, I think we are losing this strategic competition among al-
most every parameter, whether it is economic or military or infor-
mational or ideological, is primarily because we are not competing.
I think if we got our act together, we would be doing just fine.

Senator MERKLEY. As long as our market is very open to the Chi-
nese, and as long as they can pay wages that are much lower than
ours and have environmental laws that are virtually nonexistent or
non-enforced, is it not always going to be pretty much cheaper for
manufacturers to move their manufacturing to China or to other
states that have similar low-wage, low enforcement, low environ-
mental standards?

Mr. RATNER. I think that is right, which is again—it sounds like
we have differences about the Trans-Pacific Partnership. But one
aspect of that was to increase labor standards and environmental
standards and otherwise so as to prevent countries from being able
to race to the bottom and to level the playing field for American
workers.

Senator MERKLEY. Well, just as a reminder, we were giving Ma-
laysia access, which has some of the worst labor standards in the
world, but that is a conversation for another day. Thank you.

Senator GARDNER. Thank you, Senator Merkley.

And this discussion on the TTIP and TPP I think is very impor-
tant because I think we have laid out a lot of concerns we have
with Chinese predatory economics, Chinese coercion, state-owned
enterprises, market access requirements. There were reports sev-
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eral months ago about requiring certain people to be in the chain
of command of a business that is located in China. Obviously, tech-
nology transfers are a part of it.

And that is how the administration responded through—that is
why the administration responded through, at least in part, the
tariffs that it has. But I believe a more appropriate action would
have been to get global communities, likeminded interests, allies
together through the Trans-Pacific Partnership and other trade
agreements to put pressure and isolate China. Do you agree, Mr.
Ratner?

Mr. RATNER. Absolutely, Senator Gardner. I think that is the
path forward. I think from a strategic perspective, it is the obvious
solution. From a political perspective, it is more difficult. But this
one is a no-brainer.

Senator GARDNER. Mr. Blumenthal?

Mr. BLUMENTHAL. I just have to correct a few things on the
Trans-Pacific Partnership. Free trade is mostly to the good, but it
would do nothing on Chinese coercive practices. We have a free
trade agreement with South Korea, and yet it was the target of
some of the harshest coercive practices in Asia. The TPP is gone,
and it is becoming kind of an excuse to do nothing else. We have
to take on Chinese coercive practices directly in ways that hurt the
Chinese Communist Party, and we know how to do that. We have
enormous leverage over China. China is stagnating as an economy.
China is dependent on the U.S. consumer. I hope we do not go full
bore into a tariff war, but they will lose because they export more
than we do.

So the answer to everything nowadays seems to be the TPP that,
again, may be an intrinsic good in and of itself. It may or may not.
That is debatable. But it is not the answer to Chinese coercive
practices.

Senator GARDNER. I think it is important to point out too that
when it comes to South Korea, I believe at least in the Korean Na-
tional Assembly—conversations I had with members of that legisla-
tive body—that the retaliation for THAAD cost around $12 billion
to South Korea’s economy, including——

Mr. BLUMENTHAL. Right, right.

Senator GARDNER. So I think you make an interesting point.

I do want to get into, though, remedies. And, Mr. Ratner, when
you say the foundations of U.S. leadership are strong, I think that
is incredibly important. We should not be walking around with our
heads down on this. That is why I want to get into remedies.

So, Mr. Blumenthal, then followed by Mr. Ratner, if you would
like to talk about some remedies that we should be pursuing. How
should we be responding to denials of market access? How should
we be responding to theft and forced transfer of intellectual prop-
erty? A lot of talk goes into reciprocity. Is there an understanding
of what reciprocity would look like and what effect it would have,
or would the message be lost?

Mr. BLUMENTHAL. Well, first of all, I disagree that there is no
strategy. For the first time, the National Security Strategy men-
tioned China as a strategic competitor. It had a big part of it that
is protecting the national innovation base. These tariffs are coming
out of a section 301 investigation that took a year and a half that
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was getting bipartisan acclaim. And then next week, we are unveil-
ing a big free and open Indo-Pacific strategy, part of which is build-
ing resiliency in the countries that are most targeted.

So there is nothing you can do if, in Indonesia, for example, they
are open to bribery except to build the rule of law in Indonesia. The
Trans-Pacific Partnership cannot do anything about that. That is
the work that the State Department is going to roll out next week.

What you can do remedy-wise is, again, go out——

Senator GARDNER. But I do think strong standards, though, in
aggeements like TPP will help force people to abide by those stand-
ards.

Mr. BLUMENTHAL. It could. It could. It could. But it is also the
work of the State Department, USAID, and things that you will see
rolled out next week in terms of resiliency within. Any other strate-
gies on top of that are obviously welcome.

But, again, if we want to—you know, the era, to a certain extent,
of strategies—the Chinese broke the WTO. The Trans-Pacific Part-
nership was a response to a broken WTO. The era of more docu-
frpentation is over. It is time to go after CCP entities that are bene-
iting.

Senator GARDNER. What should we do in the case of denial of
market access?

Mr. BLUMENTHAL. So we should pick some of the companies that
have benefited the most from IP theft or forced technology transfer
and through the enhanced CFIUS process that is already passing
its way through the Congress and working with the Treasury deny
them access to the U.S. market in coordination with the European
market. That is how you get results from Xi Jinping. You target
things that he cares about.

Senator GARDNER. Mr. Ratner?

Mr. RATNER. Senator, I guess one thing I would say, another
thing that I mentioned in my written testimony, is that I do think
it is important that as we think about any discrete China chal-
lenge, whether it is their predatory practices, the South China Sea,
human rights, et cetera, what we need is a comprehensive strategy
across the board. And that is what we need rather than simply sort
of specific targeted responses only to these problems. So we need
to be thinking about the entire pie here.

Again, you stepped out of the room, but thank you for the legisla-
tion that you are leading on this, and it is important. And the fact
that it is comprehensive across military and economic and human
rights and governance is exactly what we need to be doing. So I
would be thinking of these in terms of a comprehensive package.

But as it relates the targeted piece, I completely agree with Dan.
TPP is not the complete answer. It should be part of a broader an-
swer set. I would start with investment restrictions. As you know,
the 301 decision was meant to include potentially both tariffs, as
well as investment restrictions, and the Treasury Department—
Secretary Mnuchin came back with nothing on the investment re-
striction side. And I think that is quite disappointing, particularly
as the new CFIUS reforms will take time to get implemented. So
I would start with investment restrictions and whether it is related
to reciprocal areas or areas that we are worried about for economic
security or military security reasons, I think we ought to tighten
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up, as I know Congress is doing our export control laws so that
American companies actually cannot transfer their technology even
if they want to.

I agree with Dan. We need to think about sanctions against com-
panies that have benefited from IP theft. There is an executive
order on the books that was put in place during Obama’s second
term that has not been used against Chinese companies, even
though Treasury has packages ready to go. And I think it is unac-
ceptable that we have not employed that executive order yet.

And I think we need to think about regulations to diversify sup-
ply chains and, again, coordinating with our allies and partners. It
is going to take a whole suite of policies.

But I do agree with Dan that the retaliatory tools are ones that
we need to think about, and if China is threatening American air-
lines, our U.S. airlines, then we ought to have tools in our back
pocket, again, whether it is sanctions or antitrust statutes or li-
censing agreements that we can say quietly to the Chinese, if you
do that, we are going to do this. And until they see, what incentive
do they have not to keep going down this road? So we need to be
able to strike back in a way that is nimble and offensive.

Senator GARDNER. Senator Markey?

Senator MARKEY. Thank you, Mr. Chairman, very much.

ZTE. President Trump says he wants to be tough on China, call
them into account, but then he tweets out, Commerce Department
should find a way to give ZTE, quote, a way to get back into busi-
ness fast. And that is despite the serious security issues that were
raised by Trump national security officials themselves, that there
were violations of American sanctions, widespread bribery com-
mitted by the company to expand its footprint.

For both of you, do you believe that China is going to, in fact,
receive the wrong message by not imposing tough measures on ZTE
because of its allegedly close relationship with President Xi and as
a result, it is going to escape the types of sanctions that would
have sent a strong message to the Chinese economic sector that no
games are going to be allowed to be played in the future? Mr.
Ratner or Mr. Blumenthal?

Mr. BLUMENTHAL. ZTE is a big mistake. It is a violator of sanc-
tions and also a threat to U.S. national security.

But I think right now we are focusing a lot on the U.S. rever-
berations from the tariffs, not focusing enough on how much China
is suffering and how much of a panic they are in about these tar-
iffs. So I do not think Xi in any way views Trump as a partner on
economics. I think they idiosyncratically got a pass on ZTE, but I
think Xi very much views Trump as somebody who is going to
harm the Chinese economy if they cannot export these goods. That
is what their economy is based on.

Senator MARKEY. Mr. Ratner, Mr. Blumenthal thinks it is a mis-
take. Do you think it is a mistake?

Mr. RATNER. I think it was a mistake. I think it is important to
send the message that we are going to implement our laws and
hold these companies accountable. I will say there are experts who
have told me privately that when it comes to ZTE, if we had taken
that action, they would have reconstituted the company under an-
other name, over which we would have no penalties and no control
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and that it is actually better—the devil you know is better than the
devil that you do not know. I do not know if that is a correct argu-
ment or not. I think it is worthy of consideration.

But separate from that detail, I do think we should be approach-
ing this as a law enforcement matter. They violated export control
laws, and they ought to face punishment for it. The idea that they
can somehow buy their way out of these violations sends a really
disturbing signal.

Senator MARKEY. So what are the implications of this, though?
We are seeing this erosion of response from the West, including air-
lines which are now all going to be forced to change the way in
which they designate landing in Taiwan. So what does that mean
in terms of this never-ending inexorable pressure which China is
applying in the private sector in order to enhance its overall lever-
age and its relationship with everyone, including us?

Mr. RATNER. I think the question of what does it mean for the
future is the right question because often in these instances the
specific, near-term economic consequence is not what matters.
What matters is that down the road countries or companies are
going to be self-deterred from standing up to China, and that is
what I worry about. And I think we see that every day of the week
now in the South China Sea. It is what we see on human rights,
even in countries in Europe that should know better. I think, as
I said, there has been a chilling effect from this type of intimida-
tion, and I think if the United States does not lead the way on
standing up to it, then we are only going to see it get worse and
worse as time goes on.

Senator MARKEY. All right.

For you, Mr. Blumenthal, China’s Belt and Road Initiative,
which aims to position China as the, quote, uncontested leading
power in Asia, may further coerce its neighbors through loans that
they cannot repay. So, for example, in a highly publicized example,
Sri Lanka’s government struggled to make payments on the debt
it had taken on as a part of a deal with China under heavy pres-
sure, and after months of negotiations with the Chinese, the gov-
ernment handed over Hambantota Port and 15,000 acres of land
around it to a Chinese company partially owned by the Chinese
Government for 99 years. Transferring this land gives China con-
trol of territory near India and a strategically important commer-
cial and military waterway. And this is but one example of what
appears to be a growing trend around the world with regard to a
Chinese leveraging of their economic might as a way of then ex-
tracting concessions that have longer-term profound implications.

So what are the risks of increased debt burden amongst compa-
nies and countries receiving loans from the Chinese, Mr.
Blumenthal?

Mr. BLUMENTHAL. It is very high. I would also point out, though,
that the BRI is a mixed bag for China. So China is incredibly in-
debted, probably 270, something like that, percent of GDP. And a
lot of what BRI is is forcing debt burdened Chinese state-owned en-
terprise is to go and invest or do construction in places that other-
wise other countries would not do and draw down their foreign re-
serves to do so. So there are certain cases where we should just ig-
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nore and tell the Chinese, please, go ahead, do construction in
Pakistan as much as you would like.

When it comes to strategically placed countries like Sri Lanka or
Bangladesh or certain countries in the Gulf, that is a different
story because they are, indeed, trading investment on bad terms
for those countries—well, first for good terms but then with a cost
for strategic access and for geostrategic space.

Senator MARKEY. Mr. Ratner?

Mr. RATNER. I would agree with most of that. Again, the Chinese
are making progress with BRI in part as a communications strat-
egy and a public relations win, and it is incumbent upon us to do
some level setting about the facts on the ground.

That being said, I think it is important also that the United
States put forward its own positive vision. I think the Trump ad-
ministration, as I understand, is thinking about ways to do that
with the BUILD Act and strategic use of foreign assistance. And
I am hopeful that they will come forward with some demonstration
projects that put forward what U.S. and Western development
looks like in terms of being environmentally safe and anti-corrup-
tion and skills transfer and good governance and all these issues.
So we need to put something forward in comparison. We cannot
just spend our time criticizing what they are doing out there.

Senator MARKEY. Okay, great.

We thank both of the witnesses.

I want to thank you again, Mr. Chairman, for your great work
on the Asia Reassurance Initiative Act. I think it is something that
hopefully can bring our committee and the Congress together and
backing before the end of the year. Thank you.

Senator GARDNER. Thank you, Senator Markey.

. Thank you to the witnesses. I think, as we wrap this up, do you
ave

Senator MARKEY. No, no.

Senator GARDNER. I think just to leave the concern that we start-
ed with, and that is, what we can do to show U.S. leadership to
make sure that we do not fall behind. In recent writings in “The
Wall Street Journal,” quotes from President Xi, China has its own
ideas about how the world should be run and, as he put it, to lead
in the reform of global governance.

Another statement. In at least eight African countries, as well as
some Southeast Asia, Chinese officials are training their counter-
parts in how to manage political stability through propaganda and
how to control media and the Internet and that the China model
provides a new option for other countries who want to speed up
their development while preserving their independence.

And finally this. China has committed to train 10,000 political
elites in Latin America by 2020.

All of this speaks to the need for what you have described, Mr.
Ratner, what you have described, Mr. Blumenthal, is U.S. leader-
ship and U.S. response, whether it is the BUILD Act, whether it
is legislation that Senator Young has described, the legislation that
we have cosponsored together, the Asia Reassurance Initiative Act,
this is a time for U.S. leadership. And it is a time to stand boldly
for our values that have empowered the world to be a better place,
that has lifted up hundreds of millions of people around the globe
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up and out of poverty through a system of rules and standards that
do not favor one country over another, but that give people a
chance to participate in global governance and that global rise. So
now is the time for U.S. leadership.

I thank both of you for your time and testimony today. And I
have a homework assignment here today somewhere, if I can find
my closing script here. Basically we will keep the record on till the
end of the week. I think I am screwing it up here. We are going
to hold the record open till Thursday afternoon. If members have
questions for the records, they will submit them. I would ask for
your prompt response. They will be made a part of the record.

And with that and the thanks of this committee, this hearing is
adjourned.

[Whereupon, at 4:02 p.m., the hearing was adjourned.]

Additional Material Submitted for the Record

CHINA’S MILITARY ESCALATION: MATTIS AND CONGRESS PUSH
BACK AGAINST BEIJING’S SOUTH CHINA SEA DEPLOYMENTS

Wall Street Journal Editorial, June 4, 2018

While President Trump focuses on trade and North Korea, China is aggressively
building military outposts beyond its borders in the South China Sea. Beijing wants
to push Washington out of the Indo-Paci?c, and the Trump Administration and Con-
gress may ?nally be developing a serious strategy to respond.

Trillions of dollars of trade annually float through the Indo-Pacific, which
stretches from East Africa through East Asia. In recent years China has built mili-
tary bases on artificial islands hundreds of miles from its shores, ignoring inter-
national law and a 2016 ruling by a United Nations tribunal.

The buildup has accelerated in recent weeks, as China has deployed antiship mis-
siles, surface-to-air missiles and electronic jammers on the Spratly islands and even
nuclear-capable bombers on nearby Woody Island. This violates an explicit promise
that Chinese President Xi Jinping made to Barack Obama in 2015 that “China does
not intend to pursue militarization” on the Spratlys.

The next step could be deployed forces. At that point “China will be able to extend
its influence thousands of miles to the south and project power deep into Oceania,”
Admiral Philip Davidson, who leads the U.S. Indo-Pacific Command, said in April.

In the face of China’s buildup, the U.S. has shown uneven commitment. Mr.
Obama limited freedom-of-navigation patrols to avoid a confrontation and never
committed the resources to make his “pivot to Asia” a reality. China saw Mr.
Obama’s hesitation and kept advancing. The growing concern is that China will
begin to dictate the terms of navigation to the world and coerce weaker neighboring
countries to agree to its foreign policy and trading goals.

Defense Secretary Jim Mattis lately has been putting this concern front and cen-
ter. He recently rescinded an invitation to the Chinese navy to participate in the
multinational Rimpac exercises off Hawaii this summer. And at the annual Shangri-
La security dialogue in Singapore this weekend, Mr. Mattis said that “the placement
of these weapons systems is tied directly to military use for the purposes of intimi-
dation and coercion.”

He pointed to the Rimpac cancellation as a “small consequence” of this behavior
and said there could be “larger consequences,” albeit unspecified, in the future.

One such consequence could be more frequent and regular freedom-of-navigation
operations inside the 12-mile territorial waters claimed by China. Joint operations
with allies would have an even greater deterrent effect, and the U.S. should encour-
age others to join. Beijing will try to punish any country that sails with the U.S,,
but that will underscore the coercive nature of its plans.

Believe it or not, Congress is also trying to help with the bipartisan Asia Reassur-
ance Initiative Act (ARIA). The Senate bill affqirms core American alliances with
Australia, Japan and South Korea, while calling for deeper military and economic
ties with India and Taiwan. It notably encourages regular weapons sales to Taipei.
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The bill authorizes $1.5 billion a year over five years to fund regular military ex-
ercises and improve defenses throughout the region. It also funds the fight against
Southeast Asian terror groups, including Islamic State. This will help, but more will
be needed. This year’s $61 billion military spending increase was more backfill than
buildup, and China recently boosted its defense budget 8.1%.

ARIA also tries to address Mr. Trump’s major strategic blunder of withdrawing
from the Trans-Pacific Partnership trade deal, which didn’t include China. The Sen-
3te 1bill grants the President power to negotiate new bilateral and multilateral trade

eals.

It also calls for the export of liquefied natural gas to the Indo-Pacific and author-
izes the U.S. Trade Representative to negotiate a deal with the Association of South-
east Asian Nations (Asean). If the U.S. had a trade rep who believed in trade, this
could strengthen the U.S. relationship with Vietnam and the Philippines—countries
at odds with China over its territorial claims and militarism.

The bill is backed by Republicans Cory Gardner and Marco Rubio and Democrats
Ben Cardin and Ed Markey, which is a wide ideological net. China’s rise, and Mr.
Xi’'s determination to make China the dominant power in the Indo-Pacific, is a
generational challenge that will require an enduring, bipartisan strategy and com-
mitment. A firmer stand to deter Chinese military expansionism is an essential
start.

Appeared in the June 4, 2018, print edition as “The Other China Challenge.”
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LETTER SENT TO SENATOR CORY GARDNER OF COLORADO FROM SECRETARY OF DE-
FENSE JAMES MATTIS AND SECRETARY OF STATE MIKE POMPEO, REGARDING SUP-
PORT FOR S. 2736, THE ASIA REASSURANCE INITIATIVE ACT (ARIA)

The Honorable Cory Gardner JUN 2 1 2018
United States Senate
Washington. DC 20510

Dear Senator Gardner:

We write w express our appreciation for your support to sustain and enhance United
States leadership in the Indo-Pacific region. As discussed two weeks ago in Singapore. United
States is an Indo-Pacific nation. The continued bipartisan support of Congress is vital to our
efforts to buttress American interests in the region.

In this spirit. we welcome 5.2736. the Asia Reassurance Initiative Act (ARIA) As we
finalize our Departments™ Indo-Pacific strategy, we value the ARIA legislation’s reaffirmation of
United States security commitments to our Indo-Pacific allies and partners. Furthermore.
ARIA’s focus on promoting stronger regional economic engagement -- and its support for
demoeracy. the rule of law. and the development of civil society -- is especially welcome as part
of a diplomatically-led whole-of-government approach to the Indo-Pacific region.

We are jointly committed to strengthening our diplomatic stance by maintaining a free
and open Indo-Pacific. The State Department and the Department of Defense look forward to
working with you and vour staff as the legislative process moves forward to strengthen the
measure. including to ensure adequate flexibility. such as by adding a national security interest
waiver. Thank you for your leadership on this significant issue.

Sincerely.

V) YA

James Mattis | Pompeo
Secretary of the Defense

echtary of State

Ce:

The Honerable Bob Corker

The Honorable Edward J. Markey
The Honorable Marco Rubio

The Honorable Ben Cardin






THE CHINA CHALLENGE
PART 2: SECURITY AND MILITARY DEVELOPMENTS

WEDNESDAY, SEPTEMBER 5, 2018

U.S. SENATE,
SUBCOMMITTEE ON EAST AsiA, THE PACIFIC, AND
INTERNATIONAL CYBERSECURITY POLICY,
COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:34 p.m. in Room
SD-419, Dirksen Senate Office Building, Hon. Cory Gardner, chair-
man of the subcommittee, presiding.

Present: Senators Gardner, Risch, Markey, and Kaine.

OPENING STATEMENT OF HON. CORY GARDNER,
U.S. SENATOR FROM COLORADO

Senator GARDNER. This hearing will come to order.

I welcome all of you to the ninth hearing of the Senate Foreign
Relations Subcommittee on East Asia, The Pacific, and Inter-
national Cybersecurity Policy in the 115th Congress.

This hearing is the second hearing in a three-part series of hear-
ings titled “The China Challenge,” which will examine how the
United States should respond to the challenge of a rising China
that seeks to upend and supplant the U.S.-led liberal world order.

During our first hearing on July 24th, dedicated to Chinese eco-
nomic coercion, one of our distinguished witnesses testified that we
are slowly waking up to a set of strategies by the Chinese Com-
munist Party meant to enhance party power internally and globally
at our expense. The CCP has adopted a number of strategies to
strengthen the party’s grip on the country so that it can lead China
back to middle kingdom centrality. These strategies have been in
place for a while but have been accelerated by Communist Party
Secretary-General Xi Jinping.

The Trump administration has come to see the same conclusion
regarding the China threat. According to the National Security
Strategy released in December of 2017, for decades U.S. policy was
rooted in the belief that support for China’s rise and for its integra-
tion into the post-war international world order would liberalize
China. Contrary to our hopes, China has expanded its power at the
expense of the sovereignty of others.

According to the National Defense Strategy released in January,
it is increasingly clear that China and Russia want to shape a
world consistent with their authoritarian model, gaining veto au-
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thority over other nations’ economic, diplomatic, and security deci-
sions.

And according to the most recent Department of Defense report
on Chinese military power released in August, in support of the
goal to establish a powerful and prosperous China, the China
Dream includes a commitment to developing military power com-
mensurate with that of a great power. Chinese military strategy
documents highlight the requirements for a People’s Liberation
Army able to secure Chinese national interests overseas, including
a growing emphasis on the importance of the maritime and infor-
mation domains, offensive air operations, long-distance mobility op-
erations, and space and cyber operations.

So today’s hearing will examine these security and military de-
velopments and the U.S. policy options to prevent China’s coercion
from undermining peace and stability in the Indo-Pacific and be-
yond.

Countering China’s less than peaceful rise represents a grave
challenge for the United States’ national security. I am pleased
that both the administration and Congress are now recognizing
this reality and taking steps to rebuild our military to meet the
challenges of tomorrow, including those emanating from Beijing.

In the Senate, Senator Markey and I are leading a bipartisan ef-
fort—Senator Kaine is also a cosponsor of the legislation—called
the Asia Reassurance Initiative Act, or ARIA, which will set a new
course for U.S. policy toward the Indo-Pacific, including signifi-
cantly boosting U.S. security presence in the region and enhancing
partnerships to resource and meet the administration’s goal of a
free and open Indo-Pacific.

We are expecting the full committee to consider the legislation in
the coming weeks and passage through the Senate soon thereafter.

When signed into law, ARIA will become a generational approach
that will put American interests first by reassuring our allies, de-
terring our adversaries, and securing U.S. leadership in the region
for future generations.

Now I will turn it over to Senator Markey, the ranking member,
for his comments.

STATEMENT OF HON. EDWARD J. MARKEY,
U.S. SENATOR FROM MASSACHUSETTS

Senator MARKEY. Thank you, Mr. Chairman, very much, and
thank you for convening another very timely and important hear-
ing.

And I want to thank our excellent witnesses today as well for
your willingness to participate in this very important conversation
that you are running, Mr. Chairman. While both of them are here
as outside experts, both have served in government throughout
their careers and have worked to further U.S. foreign policy and
national security interests.

As you have stated, Mr. Chairman, this is the second in our se-
ries of subcommittee hearings on the evolving challenge China
poses to the United States, to our allies and partners, and to the
international system we built together to ensure stability, pros-
perity, and equality of all.
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For those who follow the Indo-Pacific region closely and increas-
ingly for those who do not, China’s concerted efforts to institute
economic security and domestic policies that advance its interests
alone are significant and demand our attention. And I think our
shared goal for these hearings, Mr. Chairman, is to increasingly
shine a light, a bright light, on China’s efforts in this regard and
to try to understand their implications for the security and
wellbeing of us all.

In our last hearing, we investigated China’s efforts to use eco-
nomic coercion across the board to advance its interests. We dis-
cussed how predatory loans contained within its Belt and Road Ini-
tiative threatened to bury countries in debt and undermine their
sovereign decision-making. We explored how China uses access to
its vast markets to pressure American companies into sharing sen-
sitive intellectual property or even changing the way they refer to
Taiwan on websites and maps. And in its most blatant form, we
discussed the pure economic retaliation Beijing is now willing to
openly impose against countries whose policies it does not like.

In the future, we will address China’s human rights record and
several recent and concerning developments in that arena, but
today we are exploring China’s extensive military modernization
and expansion, as well as its implications which, given China’s size
and influence, are potentially quite large.

Beijing is no longer content just to exert its influence behind
closed doors. Instead, it is building an evermore capable military
increasingly able to undermine the international rules and norms
that, thanks to American leadership, have governed the Indo-Pa-
cific since the end of World War II.

According to the recently released Defense Department report on
Chinese military and security developments, “in support of the goal
to establish a powerful and prosperous China, the China dream in-
cludes a commitment to developing military power commensurate
with that of a great power.” And as a result, the People’s Libera-
tion Army is, “undergoing the most comprehensive restructure in
its history.” As part of these efforts, China is building a blue water
navy. It is streamlining and modernizing its ground forces. It is up-
dating its nuclear arsenal and developing hypersonic weapons, and
it has built military bases on artificial islands in contravention of
international law in the South China Sea.

These developments, taken together, are significant. In some
cases, the United States should continue to proactively build its
economic and diplomatic toolkit to ensure that no one military ad-
vancement upends the established order.

In other cases, we must respond, but we need to start by better
understanding what these Chinese developments mean so we can
ensure that they do not undermine peace and stability so that
countries throughout Asia and beyond are not physically bullied
and coerced, and that Americans can continue to uphold and sup-
port the fundamental right to which we believe all people are enti-
tled.

At the same time, however, we need to maintain a realistic view
of the challenges. We are not heading to war with China tomorrow,
nor should we be. Conflict is in no one’s interest. So we should be
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sober in our assessments and resist the urge to err too far towards
alarmism.

But as the values we hold dear come under increasing threat
from an ever larger and more assertive Chinese military, it is in-
cumbent upon us to consider thoughtfully how best to ensure no ef-
fort, military or otherwise, undermines the values we and so many
other Indo-Pacific countries hold dear.

To do this, we must invest time, yes; resources, yes; and above
all, leadership. No other country can bring to bear on this chal-
lenge the breadth of resources that we can.

But an America-alone strategy will not lead to the peaceful out-
comes that we seek. Now more than ever, we must work even more
closely with the allies and partners who share our values through-
out the region and around the world. We must show them that
they are not fighting for these values on their own. And we must
do it through more than military might.

It is equally important that we adequately fund the State De-
partment, USAID, and others so that our diplomats and our foreign
assistance advisors can provide a better, more durable alternative
to quick Chinese inducements.

Only such a multifaceted approach will truly help us meet the
growing challenge that China poses. We simply cannot afford to
cede leadership on this. Doing so risks being confronted with a sit-
uation where defending our values, our interests, and our allies
raises the risk of conflict to unacceptably high levels. Under-
standing and then solving these challenges are upfront investments
that will pay immeasurable dividends in the end.

So I thank you, Mr. Chairman. I look forward to exploring these
issues with our witnesses today. And again, I thank you for your
willingness to participate.

Senator GARDNER. Thank you, Senator Markey, and thank you
to Senators Risch and Kaine as well for your participation.

I will introduce our witnesses. I greatly appreciate your willing-
ness to be here today.

Our first witness is Dr. Oriana Skylar Mastro, who is the Jeane
Kirkpatrick Visiting Scholar at the American Enterprise Institute,
where she focuses on Chinese military and security policy in the
Asia-Pacific. She is also an Assistant Professor of Security Studies
at the Edmund A. Walsh School of Foreign Service at Georgetown
University and serves in the United States Air Force Reserve as a
political military affairs strategist at Pacific Air Forces. Previously,
Dr. Mastro was a fellow in the Asia-Pacific Security Program at the
Center for a New American Security. Welcome, Dr. Mastro. Thank
you very much for your service and for being here today.

Also joined on the panel by Abraham Denmark, who is Director
of the Asia Program at the Woodrow Wilson International Center
for Scholars. Prior to joining the Wilson Center, Mr. Denmark
served as Deputy Assistant Secretary of Defense for East Asia
where he supported the Secretary of Defense and other U.S. senior
government leaders in the formulation and implementation of na-
tional security strategies and defense policies toward the region.
Mr. Denmark also previously worked as Senior Vice President for
Political and Security Affairs at the National Bureau of Asian Re-
search, a fellow at the Center for a New American Security, and
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held several positions in the U.S. intelligence community. But most
importantly he is from Fort Collins, Colorado, home of the great
Colorado State University, welcome Mr. Denmark. Thank you for
your service.

And Dr. Mastro, if you would like to begin.

STATEMENT OF DR. ORIANA SKYLAR MASTRO, JEANE KIRK-
PATRICK VISITING SCHOLAR, AMERICAN ENTERPRISE IN-
STITUTE, WASHINGTON, DC

Dr. MasTRO. Thank you. Thank you, gentlemen, for giving me
the opportunity to provide testimony today, and the views I am
about to present are my own and do not represent any of those in-
stitutions which you mentioned in your introduction.

The annual report to Congress that the Defense Department put
out is a crucial tool for putting together information and maintain-
ing awareness about China’s growing military capabilities. And in
the questions and answers, I am happy to answer any questions
about specific platforms and developments and what they mean for
the United States’ ability to operate militarily in the East China
Sea, South China Sea, and Taiwan.

But today I want to talk about something I think that the United
States Government is less adept at doing, and that is assessing the
implications of these military developments, what they bode for the
future, and the best way for the United States to respond. Specifi-
cally, I want to talk about two issue areas: cooperation and then
competition.

The term “cooperate” and its various derivations are used three
times more often than “competition” in the 2018 annual report.
And I think this is indicative of the underlying logic of U.S. mili-
tary strategy and national security strategy, which highlights the
importance of pursuing cooperation with China, and in my written
testimony, I speak specifically about the military-to-military ex-
changes we have with the PRC.

However, I think there is a number of misconceptions that make
it so the United States is failing to effectively leverage cooperation
as a tool of our national strategy. And in my written testimony, I
list five of these misconceptions, though given time I will highlight
two of them here.

The first is that there is a common belief that cooperation in
some areas will lead to a reduction in tensions and perhaps in-
crease cooperation in other areas. Specifically, there is this under-
lying belief that if we cooperate with China on less contentious
issues, for example, humanitarian aid and disaster relief, perhaps
global endemics, for example, that this will build goodwill and help
us move forward in other issue areas that have more tension like
the South China Sea and East China Sea.

This might be the case of the primary driver of the tension be-
tween the two countries with strategic mistrust, but unfortunately,
it is actually conflicting interests. And so this dynamic in which we
are hoping to build cooperation by building good will does not work.

So in the written testimony, I recommend that we should not
think about cooperating militarily with China for the sake of gener-
ating this good will or momentum for cooperation in other areas.
If we are hoping China is going to give us something in return for
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a concession we make, we need to make that explicit because those
implicit issue linkages never really work with the PRC.

There is another problematic assumption, which is that coopera-
tion, and the benefits of cooperation, are going to outweigh the
costs. Now, many people have probably talked about the costs of co-
operation, but not enough people have questioned the actual bene-
fits. I think there is a lack of consideration for what Chinese capa-
bilities, tactics, and preferences might do in certain issue areas.
Specifically, there are areas like counterterrorism, for example, in
which I think the lack of Chinese capabilities, a weakening of those
capabilities could actually hurt U.S. efforts if we invite Chinese co-
operation. And so in the cases in which Chinese interests clash
with those of the United States or where China lacks any relevant
capabilities, I think it is fine for the United States to continue to
encourage Chinese free-riding in these areas.

The other problematic assumptions I lay out in my written testi-
mony have to do with the global nature of the threat. And the basic
bottom line is, I think, that the United States should be cooper-
ating more with other militaries outside of the region to help us
confront and provide a united front to China on the global stage,
as well as enhance our contacts with China outside of the Indo-Pa-
cific Command to other theater commands.

The second area I want to talk about is competition. And specifi-
cally, my main concern is that even though in the annual report
to Congress and in general we are recognizing the Chinese global
influences increasing, we fail to understand what this increase in
influence means. We have a tendency to mirror image, which
means we misinterpret Chinese behavior. And specifically, I want
to talk about something which I label entrepreneurial actions.

In every case of a rising power over the course of history, the
United States included, Great Britain before that, and the Mongo-
lian empire—in every case, the rising power will try to accumulate
power in a new way, in a different way and tap new sources of
power to delay a reaction on the part of the great power. And they
do this by creating uncertainty in two ways. The first is that the
United States might not recognize what China is doing because it
is new, and the second is that the United States might think that
the payoffs of that strategy are going to be low.

I think the Belt and Road Initiative is a good example of this,
and I list other examples in my written testimony. But when it was
first announced, the bottom line of commentators was “this was
going to be a failed strategy because it was not economically via-
ble.” Also, even though now the United States is paying close atten-
tion to economic coercion, this has been a part of Chinese strategy
for over 2 decades, and it was mentioned for the first time in 2015.

So the fact of the matter is that China is pursuing power in a
new, different way. So even if BRI did not turn out to have strong
military dimensions, it does not mean it is not designed to limit
U.S. power.

So I list a number of recommendations that I think could help
us deal with this.

The first is that we need a whole-of-government approach. We
need a USAID report on foreign aid. We need a State Department
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report on Chinese diplomatic efforts in addition to the DOD annual
report.

We need a new type of red-teaming, in which we not only look
at things from China’s perspective, but we also look at how they
might be trying to create this uncertainty. We are too quick to as-
sume the U.S. way is the best way and that China will follow suit
if it can, which makes us blind to new ways China is seeking to
overtake the United States.

The last two recommendations, since I am out of time.

The first is just that the United States needs to be entrepre-
neurial in its own right. We cannot just do more of the same, dou-
bling down on building capability with allies and partners. We
need to think more about building our relationships with other
countries in new ways.

And lastly, I think we need a China tsar of sorts. We need a
point person on this great power competition to ensure the United
States is taking appropriate matching actions.

So the bottom line is that we find ourselves in an unprecedented
situation. China is rising and it has primarily accumulated and ex-
ercising political and economic power for now. And it is facing the
United States, which is more constrained than any leading power
before it. So what we need is new approaches, new institutions,
and new processes to ensure that this rise does not come at the ex-
pense of the United States.

I welcome any questions. Thank you.

[Dr. Mastro’s prepared statement follows:]

PREPARED STATEMENT OF DR. ORIANA SKYLAR MASTRO

On August 18, 2018, the Department of Defense released its seventeenth Annual
Report to Congress on Military and Security Developments Involving the People’s
Republic of China. Since 2002, the annual reports have addressed the current and
probable future course of the military-technological development of the People’s Lib-
eration Army (PLA), as well as the development of Chinese grand strategy, security
strategy, military strategy, military organizations, and operational concepts through
the next quarter-century.! Since 2012, the reports have tripled in length to incor-
porate more information on China’s force modernization and special topics. This
year’s report includes five special topics: China’s expanding global influence, China’s
approach to North Korea and its diplomatic history and objectives, the PLA’s
progress in becoming a joint force, overwater bomber operations, and Xi’s innova-
tion-driven development strategy and the push to turn China into a science and
technology powerhouse by 2050.

The annual report to Congress is a crucial tool for collating information and main-
taining awareness of China’s growing military capabilities. Its systematic collection
of data is a useful resource for scholars like me, and in this testimony I do not chal-
lenge the facts or assessments it presents. However, the U.S. government generally
is less adept at understanding the implications of these developments, what they
bode for the future, and the best way to respond. Therefore, in this testimony, I will
discuss several misconceptions about cooperation and competition with China that
may hinder U.S. attempts to deter Chinese aggression and compete effectively with
China regionally and globally. I will also present recommendations about what Con-
gress should do to improve the U.S.’s ability to interpret and respond to China’s
challenge. The bottom line is that great power competition requires expanding U.S.
efforts beyond traditional friends and allies, and the U.S. needs a whole-government
approach to identifying and responding to the China challenge.

Cooperation with China

The term “cooperate” and its various derivations are used three times more often
than “competition” in the 2018 annual report. This highlights the central role of co-

14S. 1059—106th Congress: National Defense Authorization Act for Fiscal Year 2000,” 1999.
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operation as a longstanding part of U.S. strategy in navigating the potential chal-
lenges of a rising China. As the report states: “The United States seeks a construc-
tive and results oriented relationship with China. U.S. Defense contacts and ex-
changes conducted in 2017 were designed to support overall U.S. Policy and strategy
toward China. They are carefully tailored to clarify and develop areas of cooperation
where it is in our mutual interest and to manage and reduce risk.”2

One way the United States seeks to enhance cooperation with China is through
military exchanges. The annual report to Congress describes three goals of devel-
oping military-to-military contacts with China: “(1) building sustained and sub-
stantive dialogue; (2) promoting risk reduction and risk management efforts that di-
minish the potential for misunderstanding or miscalculation; and (3) building con-
crete, practical cooperation in areas of mutual interest.”3 Overall, military-to-mili-
tary contacts between the two nations are meant to be a “stabilizing element” for
the U.S.-China relationship.4 In 2017, these contacts “focused on risk reduction” and
“developing the capacity to cooperate in multilateral settings.”5

In furtherance of these aims, the U.S. and China engaged in high-level military
contacts to facilitate the “exchange [of] views, identify common interest areas, man-
age differences, and facilitate common approaches to shared challenges.® In addi-
tion, the U.S. and China have engaged in recurring military exchanges through fo-
rums such as the Defense Policy Coordination Talks, the Army-to-Army Dialogue
Mechanism, the Joint Staff Dialogue Mechanism, and the Asia-Pacific Security Dia-
logue.” The U.S. and China also maintain functional and academic exchanges that
“focus on advancing risk reduction, understanding, and communication channels to
promote deconfliction and coordination,” in addition to conducting ship visits and ex-
ercises to “promote trust between the two sides and improve the ability to interact
and coordinate in providing international public goods in areas of mutual interest.” 8

While cooperation is thus a critical pillar of U.S. strategy, in practice it comes
with at least five key assumptions that must be recognized and moderated.

First, there is the common belief that cooperation in some areas will lead to re-
duced tensions in others. Specifically, this is the belief that the two countries should
establish greater cooperation in less contentious (but also less important) areas, and
that this will facilitate cooperation in more contentious areas that are currently
driving the tense relationship. This would be the case if the source of tension were
strategic distrust; then greater dialogue and interaction could mitigate this obstacle.
But my view is that the problems in the U.S.-China relationship are primarily the
result of conflicting fundamental interests, not misunderstandings. Therefore, co-
operation in areas such as global health or humanitarian assistance is unlikely to
lead to breakthroughs in dealing with the critical security challenges in the South
China Sea, East China Sea, Taiwan, and North Korea. This does not mean, how-
ever, that the two sides should not pursue cooperation when possible, but rather
that we need to adjust our expectations and strategies. In other words, cooperation
is not a good for its own sake, but a means to accomplish specific policy goals.

Recommendation 1: The United States should consider working more
closely with China only when Chinese involvement decreases the costs and/
or increases the likelihood of success of a particular U.S. policy. We should
not cooperate simply for the sake of generating goodwill or momentum for
cooperation in another area.

The second problematic assumption is that there are more benefits than
downsides to cooperation when it can be obtained. In fact, there are situations in
which the benefits of cooperation outweigh the costs. Currently, the goal of coopera-
tion seems to be greater Chinese involvement with insufficient consideration of Chi-
nese capabilities, tactics, and preferences. In some spaces, like global health, Chi-
nese involvement is crucial because of the transnational nature of the threat. But
in other spaces, like counterterrorism, Chinese involvement depends largely on Chi-
nese capabilities and preferences. There are two situations in which it would be bet-
ter to discourage Chinese involvement. First, when China has the capability to con-
tribute but has goals that conflict with those of the United States. Second, when
China shares the same goals as the United States but possesses limited capability.

2 Office of the Secretary of Defense, “Annual Report to Congress: Military and Security Devel-
opments Involving the People’s Republic of China 2018,” U.S. Department of Defense, iii. Here-
after cited as Annual Report to Congress 2018.

3 Annual Report to Congress 2018, 105.

4 Annual Report to Congress 2018, 105.

5 Annual Report to Congress 2018, 106.

6 Annual Report to Congress 2018, 106.

7 Annual Report to Congress 2018, 108.

8 Annual Report to Congress 2018, 108-09.
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This is because in the security realm, operational missteps can worsen a situation
on the ground.

Recommendation 2: If China’s interests clash with the U.S.’s, or if China
lacks relevant capabilities, the United States should encourage Chinese free-
riding’ on certain security issues. Only when Chinese preferences and capa-
bilities contribute to U.S. policy goals should the United States actively seek
cooperation with China. An exception to this is when China is already in-
volved, in which case the United States may pursue cooperation as a means
to shape the nature and degree of its involvement.

The third problematic assumption is that the U.S.-China relationship can improve
only with active cooperation. Here I define cooperation as the process of working to-
gether for greater benefits, even if each side has somewhat differing interests. But
another mechanism for improving bilateral military relations is coordination, a situ-
ation in which states may be agnostic about which policy to adopt, but would be
better off if they did the same thing (for example, it does not matter which side of
the road we drive on, only that we all choose the same side). And then there is
deconfliction, a situation in which each side simply ensures that its independent
policies have no negative impact on the other side. We unnecessarily narrow the
prospects for U.S.-China relations when we focus only on cooperation.

Recommendation 3: The U.S. should welcome the use of use of
deconfliction and coordination with the PLA, rather than always seeking
only active cooperation on security issues.

Deconfliction, for example, is desirable for military operations to ensure that our
forces do not unnecessarily come into contact with each other in the South China
Sea or the East China Sea, or in the event of a crisis on the Korean Peninsula. Noti-
fication of operations and exercises, coupled with military dialogues and exchanges
about the nature of both sides’ military operations, could reduce the likelihood of
an accident. With coordination, there is a lower likelihood of operational risk if
China is operating separately from the United States. The Gulf of Aden operation
is a good example of coordination: China coordinates with the international commu-
nity to ensure that its participation contributes to the broader goals, but its navy
does not conduct operations with other navies.

A fourth troublesome assumption is that there are generally laws or norms
against which we can measure Chinese behavior and hold China accountable. Ac-
cording to the annual report, “the military-to military relationship seeks to encour-
age China to act in a manner consistent with international law and norms.”? But
in reality, certain aspects of the international order are nonexistent, weak, unstable,
ambiguous, or incomplete. Cybersecurity norms are one example. And China will ex-
ploit this uncertainty to its benefit. In such cases, the U.S. must work hard to forge
an informal consensus among countries and present that united front to China on
the global stage.

Recommendation 4: In addition to documenting the bilateral U.S.-China
exchanges, the Defense Department should report on military contacts with
other countries and the ways they are being used to establish broader con-
sensus on contentious issues in the U.S.-China relationship.

In the past year, the United States has had high-level military-to-military ex-
changes in which China would invariably have been a central topic of discussion -
but the outcomes of such exchanges are not systematically collated with reference
to China. Chairman of the Joint Chiefs of Staff Gen. Joseph Dunford visited his
Thai military counterparts in February to discuss “opportunities to strengthen the
alliance and interoperability between the two militaries,” and with Australian mili-
tary officials in April to discuss “the global threat of terrorism and security in the
Pacific region.” 19 Dunford also visited South Korea in October 2017 to discuss the

9 Annual Report to Congress 2018, 105.

10“Readout of Chairman of the Joint Chiefs of Staff Gen. Dunford’s Visit With Thailand Coun-
terpart Royal Thai Armed Forces General Tarnchaiyan Srisuwan,” Joint Chiefs of Staff, Feb-
ruary 7, 2018, http://www.jcs.mil/Media/News/News—Display/Article/l435026/read0ut-of-chair-
man-of-the-joint-chiefs-of-staff-gen-dunfords-visit-with-thaila/; “Readout of Chairman of the Joint
Chiefs of Staff Gen. Dunford’s Visit with Australian Counterpart Chief of the Defence Force Air
Chief Marshal Bingkin,” Joint Chiefs of Staff, April 20, 2018, http:/www.jcs.mil/Media/News/
News-Display/Article/1499720/readout-of-chairman-of-the-joint-chiefs-of-staff-gen-dunfords-visit-
with-austra/.
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North Korean crisis.!! The Commander of U.S. Pacific Command visited the Phil-
ippines in August 2017, followed by a visit from the Chief of Staff for the Armed
Forces of the Philippines to Pacific Command headquarters in October of that
year.'2 New Zealand and Vietnam have also received visits from high-level U.S.
military officials in the past year.!3 The United States and India have established
an ongoing Military Cooperation Group that will be “the primary forum for devel-
oping, implementing, and refining a 5-year mil-to-mil plan, in support of the emerg-
ing 2+2 U.S.-India ministerial dialogue and the Defense Policy Group.” 4 However,
none of the readouts from these bilateral military contacts refer to China as a topic
of discussion (although many refer to the topic of regional security).

Fifth, the U.S. has traditionally considered China an actor only in the Indo-Pa-
cific, when in fact it is an increasingly global actor. As a corollary, the scope of U.S.-
China military exchanges remains largely confined to bilateral issues, when in fact
the PLA increasingly has a routine global presence. For example, it is likely that
in the future U.S. naval forces will have greater (or even routine) interaction with
the PLAN in the Indian Ocean and the Mediterranean Sea, and that U.S. ground
forces will increasingly encounter PLA ground forces through peacekeeping actions
and potentially in counterterrorism and stability operations.

Recommendation 5: U.S.-China military exchanges should not be limited
to U.S. Indo-Pacific Command; they should include other relevant geo-
graphic combatant commands, such as Central Command and Africa Com-
mand. These exchanges should focus on confidence-building and awareness
of operational methods to mitigate the risk of unintended consequences or
crises.

Competition with China

China’s expanding global influence is changing the contours of great power com-
petition. With millions of Chinese nationals overseas and hundreds of companies
doing business abroad, it is not surprising that one mission of the PLA is to secure
Chinese interests abroad.15 The 2018 DOD annual report to Congress notes that
China’s “international interests have grown,” and that its military modernization is
“more focused on investments and infrastructure to support a range of missions be-
yond China’s periphery, including power projection, sea lane security, counterpiracy,
peacekeeping, humanitarian assistance/disaster relief (HA/DR), and noncombatant
evacuation operations.” 16 The 2018 report also predicts that China will look to fol-
low its establishment of a base in Djibouti by expanding its military logistics agree-
ments with friendly countries around the world.1? China’s growing global mission
is also seen in PLAN’s mission expansion to include “open seas protection” in addi-
tion to its previous limited focus on “offshore waters defense.” 18

There are, however, a range of other Chinese activities that may portend different
forms or arenas of competition in the future. The 2018 DoD report recognizes that
China’s trillion-dollar Belt and Road Initiative (BRI), which has already funded seri-
ous projects across Africa and Asia, is part of an effort to “leverage China’s growing
economic, diplomatic, and military clout to establish regional preeminence and ex-
pand the country’s international influence.” The report notes that countries partici-
pating in the BRI might “develop economic dependence on Chinese capital, which

11Tara Copp, “Dunford, Mattis Visit South Korea Amid Heightened Tensions,” Military
Times, October 26, 2017, https://www.militarytimes.com/news/your-military/2017/10/26/dunford-
mattis-in-south-korea-amid-heightened-tensions/.

12“Commander of U.S. Pacific Command Visits the Philippines,” U.S. Embassy in the Phil-
ippines, August 24, 2017, http:/www.pacom.mil/Media/News/News-Article-View/Article/1289109/
commander-of-us-pacific-command-visits-the-philippines/; James D. Mullen, “Armed Forces of
the Philippines and U.S. Pacific Command Reinforce ‘Historic Alliance,” U.S. Pacific Command,
October 2, 2017, http://www.pacom.mil/Media/News/News-Article-View/Article/1331886/armed-
forces-of-the-philippines-and-us-pacific-command-reinforce-historic-allia/.

13“Commander U.S. INDOPACOM Visits New Zealand,” U.S. Embassy & Consulate in New
Zealand, August 17, 2018, https:/nz.usembassy.gov/commander-u-s-indopacom-visits-new-zea-
land/; “COMPACAF Visit to Vietnam Affirms Growing Partnership,” U.S. Indo-Pacific Com-
mand, December 21, 2017, http://www.pacom.mil/Media/News/News-Article-View/Article/
1402716/compacaf-visit-to-vietnam-affirms-growing-partnership/.

14 Cassandra Gesecki, “Readout of the 16th U.S.-India Military Cooperation Group,” U.S. Indo-
Pacific Command, November 30, 2017, http:/www.pacom.mil/Media/News/News-Article-View/Ar-
ticle/1384848/readout-of-16th-us-india-military-cooperation-group/.

15 Annual Report to Congress 2018, ii. For more on how overseas interests drive Chinese mili-
tary modernization, see Oriana Skylar Mastro, “China Can’t Stay Home,” National Interest, No-
vember/December 2014: 38-45.

16 Annual Report to Congress 2018, ii.

17 Annual Report to Congress 2018, ii-iii.

18 Annual Report to Congress 2018, 46.
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China could leverage to achieve its interests.” 19 On the face of things, the Chinese
are using this economic initiative to build infrastructure for developing countries.
But the money comes with strings attached. Many of these developing nations are
susceptible to Chinese influence on the political, military, and economic levels. For
example, in July 2017, Sri Lanka and China signed a 99-year lease for the
Hambantota Port, which is both a militarily and economically strategic location in
the Indian Ocean.20

Given our tendency to mirror-image, we may misinterpret Chinese behavior and
craft ineffective policy responses as a result. Over the course of history, great pow-
ers have relied on a particular model of interaction with other states to accumulate,
exercise, and maintain power. The Mongol empire connected lands through trade for
the first time to fuel its growth; the Qing dynasty built a tributary system; Great
Britain built an empire of colonies; the Soviet Union expanded by land, creating a
Communist bloc in Eastern Europe and various spheres of influence around the
world; the United States established an institutionalized order and a global military
presence. In the same way, China is accumulating and exercising power in a way
that is different from that used by the United States.

These examples highlight a common feature of countries that successfully rose to
great power status: entrepreneurial actions. A rising power is entrepreneurial if it
looks for new sources of power and accumulates and exercises power in a way not
previously attempted. There are many types of actions that could be considered en-
trepreneurial. A country can introduce new types of international organizations, pro-
vide new services or benefits to other countries, or increase influence in a different
geographic area. A rising power can also attempt to do something that other coun-
tries do, such as provide foreign aid, but do it in a different, more efficient way.
Lastly, like corporations, countries can identify supply shortages and respond to
them by providing knowledge, products, or services that the incumbent power can-
not or will not supply.

China has, in recent years, displayed an effective entrepreneurial strategy. The
BRI is the centerpiece of its strategy to accumulate and exercise power in a way
that diverges from historical patterns and that therefore does not elicit a propor-
tionate backlash. China would probably have met greater resistance if it sought to
build colonies, as Britain did in the nineteenth century, or to establish a global in-
stitutional framework, as the U.S. did in the twentieth. Instead, China has built in-
fluence in novel ways. Its provision of advice to autocrats on best practices in inter-
nal surveillance and its provision of aid without any strings attached are good ex-
amples of this type of entrepreneurial action.2! Delaying military modernization and
then focusing on asymmetric defensive capabilities, coupled with conducting non-
threatening military operations such as the UN peacekeeping and antipiracy mis-
sions in the Gulf of Aden, have also been innovative ways to create ambiguity about
its intentions.

Entrepreneurial action allows China to accumulate power and influence without
triggering a strong response, because it creates uncertainty that hinders the U.S.’s
ability to respond. This uncertainty is about the nature of the action itself - an ac-
tion may go undetected because the United States understands power accumulation
according to its methods and therefore is looking for actions similar to its own. For
example, the DoD is looking for indicators that “China require[s] access to selected
foreign ports to pre-position the necessary logistics support to sustain naval deploy-
ments,” 22 because this is how the U.S. projects power, failing to realize that China
may seek to strengthen its position in a different way. In other words, even if the
BRI did not turn out to have strong military dimensions, that does not mean it is
not designed to limit U.S. military power. China could use its economic clout to
more efficiently constrain the U.S. Also, even though China has overseas interests,
it may not pursue a global military presence like the U.S.’s, choosing instead to rely
primarily on local authorities to protect its interests.

China’s entrepreneurial actions may also delay a U.S. response if the U.S. is skep-
tical about whether these actions will be successful. When the BRI was first an-
nounced, for example, many commented that the initiative was likely to fail. The
BRI’s infrastructure development is carried out by Chinese state enterprises, which
do not fear bankruptcy because they expect to be bailed out by the government.

19 Annual Report to Congress 2018, i.

20 Maria Abi-Habib, “How China Got Sri Lanka to Cough Up a Port,” The New York Times,
June 25, 2018, https://www.nytimes.com/2018/06/25/world/asia/china-sri-lanka-port.html.

21This discussion on types of entrepreneurship is inspired by Curtis M. Grimm, Hun Lee, and
Ken G. Smith, Strategy as Action: Competitive Dynamics and Competitive Advantage (Oxford
University Press, 2006), 112.

22 Annual Report to Congress 2018, 111.
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Thus, these Chinese firms are economically and politically incentivized to invest in
countries where they have little to no experience compared to their Western coun-
terparts, and are likely to invest in projects that are deemed unprofitable or risky
to other investors.23 Moreover, countries that benefit from long-term loans can eas-
ily default on loans from China and put China’s economy in a dangerous position.24

We can see the delaying effects of entrepreneurial actions in the DoD report to
Congress itself. China has been leveraging its economic power to achieve its na-
tional goals for almost two decades now, but the 2015 annual report to Congress
mentions this fact for the first time, identifying China’s use of punitive trade poli-
cies and limits on foreign direct investment as instruments of coercion in low-inten-
sity conflict.25 U.S. analysts have a viewpoint about how threatening countries will
behave and how the international system operates based on U.S. experience and
thus may misjudge China’s challenge by applying traditional critical success criteria
without recognizing how these criteria have changed.26 My research shows that
countries like the United States may recognize the challenge posed by a rising
power, but tend to underestimate the rising power’s capabilities and the effective-
ness of its strategies.

China’s strategy of diversifying the types of power it accumulates coupled with its
efforts to build power in an entrepreneurial way leads me to three policy rec-
ommendations.

Recommendation 6: The United States needs a whole-government ap-
proach to ensure that we are accurately and completely identifying what
China is doing across domains. There should be not only a DoD annual re-
port to Congress on Chinese security and military developments, but also a
USAID report on Chinese foreign aid, a State Department report on China’s
diplomatic efforts, a Commerce Department report on its growing economic
clout, and so on.

Recommendation 7: All agencies need to engage in a type of red teaming
not only to evaluate the strategic environment from China’s perspective, but
also to explicitly ask how China may approach an objective given that its
main goal is to create uncertainty about what it is doing and the payoffs
associated with that action. We are too quick to assume that the U.S. way
is ‘best’ and that China will follow suit if it can, which makes us blind to
new ways China is seeking to challenge the U.S.

Recommendation 8: Engaging successfully in great power competition
with China (per the NSS) requires a global strategy, not a U.S.-China strat-
egy. The United States needs to look beyond its traditional partners and al-
lies to increase its influence across the board. Also, the U.S. needs to be en-
trepreneurial in its own right, identifying what countries need and providing
those services in new ways instead of defaulting to what the U.S. currently
has to offer.

Recommendation 9: Once we get the collection of information and inter-
pretation right, we need a point person on great power competition, a China
Czar of sorts, to ensure that the U.S. is taking appropriate matching actions
and counteractions to maintain its influence and power around the globe.
This could be an expansion of the current role of the National Security
Council’s Senior Director for Asian Affairs. However, given the additional
responsibilities of coordinating with all agencies on U.S. policies beyond
Asia (with a focus on what China is doing in those countries), across all
issue areas, an additional position may be necessary.

The bottom line is that while we can learn from history and experience, we find
ourselves in an unprecedented situation. China as a rising power that is primarily
accumulating and exercising political and economic power (for now), within an insti-
tutionalized and integrated international system such as we have never had, facing
the United States as a hegemon more constrained than previous ones, in a region
that is also rising on the whole. As a result, we need new approaches, new institu-

23David G. Landry, “The Belt and Road Bubble Is Starting to Burst,” Foreign Policy, June
27, 2018, https:/foreignpolicy.com/2018/06/27/the-belt-and-road-bubble-is-starting-to-burst/.

24 Christopher Woody, “China’s Massive ‘Belt and Road’ Spending Spree Has Caused Concern
Around the World, and Now It’'s China’s Turn to Worry,” Business Insider, July 2, 2018, https://
www.businessinsider.com/belt-and-road-spending-and-growing-debt-cause-for-concern-in-china-
2018-7.

25 Office of the Secretary of Defense, “Annual Report to Congress: Military and Security Devel-
opments Involving the People’s Republic of China 2015,” U.S. Department of Defense, 3.

26 Report to Congress 2018, 53.
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tions, and new processes to ensure that China’s rise does not come at the expense
of the United States.

Senator GARDNER. Thank you, Dr. Mastro.
Mr. Denmark?

STATEMENT OF ABRAHAM M. DENMARK, DIRECTOR, ASIA
PROGRAM, WOODROW WILSON INTERNATIONAL CENTER
FOR SCHOLARS, WASHINGTON, DC

Mr. DENMARK. Thank you very much, Chairman Gardner, Rank-
ing Member Markey, other members of the committee. I appreciate
the opportunity to express my personal view regarding China’s re-
markable military modernization and its implications for American
interests.

The People’s Liberation Army, or PLA, today is large, increas-
ingly modern and sophisticated, and capable of operating far from
China’s mainland. While it still faces several significant challenges,
the PLA today has the ability to challenge the U.S. military to de-
fend its interests in East Asia, the Western Pacific, and beyond.

I will summarize my prepared testimony by making three main
analytic points.

First, China’s military modernization supports Xi dJinping’s
broader objectives to achieve the so-called Chinese dream of na-
tional rejuvenation. This means ensuring that China is stable and
prosperous at home, dominant in Asia, and influential around the
world in a way that ensures that the Chinese Communist Party,
or CCP, is able to pursue its interests and prerogatives without re-
striction.

Since coming to power, Xi has overseen a significant trans-
formation of the PLA in terms of composition, structure, and mis-
sions. Ultimately these changes are intended to enhance the PLA’s
ability to conduct joint operations, improve its ability to fight short
duration, high intensity regional conflicts at greater distances from
the Chinese mainland and a diverse set of contingencies, and
strengthen the Chinese Communist Party’s political control over
the military.

My second point. China’s military modernization program has
significant implications for the United States, our allies, and our
interests in the Indo-Pacific. China’s rise is already changing the
balance of power in the region and will have profound implications
for the future of the liberal international order. For the United
States, for our allies, for our partners, a more capable Chinese mili-
tary should be a major issue of concern.

The result of China’s military modernization is a force that pre-
sents a layered set of capabilities spanning the air, maritime,
space, electromagnetic, and information domains designed to con-
duct long-range attacks against adversary forces that might deploy
or operate within the Western Pacific Ocean. China is also increas-
ingly capable of projecting power further afield from China’s main-
land, enhancing Beijing’s ability to assert its preferences, defend its
interests, and potentially to coerce its adversaries at great dis-
tances.

These developments raise the risk of U.S. operations throughout
the Indo-Pacific and especially within what Chinese strategists
refer to as the first and second island chains. In peacetime, these
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risks are in my estimation manageable, but in war, while person-
ally I believe that the U.S. retains the ability to prevail against
China in every conceivable contingency, such victories will likely
come at an increasingly high cost.

In my prepared testimony, I focus on Taiwan, the Korean Penin-
sula, and the East and South China Seas as examples of how Chi-
na’s military modernization already poses significant challenges for
the United States, for our allies, and for our interests.

Most distressingly, in each of these areas, Chinese assertiveness
and its burgeoning military capabilities raise fundamental ques-
tions about critical aspects of traditional American foreign policy,
such as freedom of navigation, and implicates explicit U.S. commit-
ments to its allies. A miscalculation by Beijing in either of these
areas could rapidly escalate into a crisis and confrontation with the
United States.

My third point. The U.S. has several options it could utilize to
enhance its ability to address the security challenge posed by
China. Sustained significant investments in relevant military capa-
bilities will be essential for the United States to sustain its advan-
tages and address emerging challenges vis-a-vis China. This does
not just apply to the U.S. defense budget. The U.S. competition
with China encompasses all elements of national power, and all
tools of competition will require resources.

There are other areas where the U.S. has the opportunity to sig-
nificantly enhance its ability to compete militarily with China. Spe-
cifically, the U.S. could develop policies and initiatives to enhance
its posture in the region while also developing initiatives designed
to empower its regional allies and partners to do more, to con-
tribute to public goods and enhance their defense capabilities. Al-
lies and partners have played an important role in American for-
eign and national security policy since before the founding of our
nation, and we should continue to play to our strengths. By imple-
menting such a strategy, the United States has an opportunity to
proactively address regional challenges and sustain American
power and leadership in the region.

At the geopolitical level, this will mean sustaining the key at-
tributes of the international order that has been supported by the
United States since the end of the Second World War, which were
described by Dr. Henry Kissinger as, “an inexorably expanding co-
operative order of states observing common rules and norms, em-
bracing liberal economic systems, forswearing territorial conquest,
respecting national sovereignty, and adopting participatory and
democratic systems of government.”

As Secretary of Defense James Mattis said during his confirma-
tion hearing, “History is clear: nations with strong allies thrive,
and those without them wither.” I entirely agree and strongly be-
lieve that a focused and engaged United States, along with empow-
ered and capable allies and partners, are our best answer to the
significant challenges posed by an increasingly capable Chinese
military.

Thank you very much. I look forward to your questions.

[Mr. Denmark’s prepared statement follows:]
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PREPARED STATEMENT OF ABRAHAM M. DENMARK

Chairman Gardner, Ranking Member Markey, members of the Committee, I ap-
preciate the opportunity to give testimony today to examine China’s remarkable
military modernization and its implications for U.S. interests. The strategic chal-
lenge posed by China is one of the most profound foreign policy issues the United
States will confront in this century, and I commend the Committee for devoting ap-
propriate time and attention to this critical subject.

Forty years after Deng Xiaoping’s decision to embrace reform and opening, China
has emerged as a major player in international politics. Its rise has resulted in a
rapid and profound shift in the global balance of power, with China today rep-
resenting our most significant long-term strategic challenge.

A significant aspect of the China challenge is the implications of its military mod-
ernization program. From a single-service force of “millet plus rifles,” the People’s
Liberation Army (PLA) today is large, increasingly modern and sophisticated, and
capable of operating far from the Chinese mainland. While it still faces several sig-
nificant challenges, the PLA today has the ability to challenge the U.S. military to
defend its interests in East Asia, the Western Pacific, and beyond.

Advancing Military Modernization

While China’s leaders have to date refrained from publicly detailing a specific vi-
sion of a grand national strategy, a review of their statements and official Chinese
state media suggests a fairly clear vision for the future. At the heart of this vision
is a revitalized China that is stable and prosperous at home, dominant in Asia, and
influential around the world in a way that ensures that the CCP is able to pursue
its interests and prerogatives without restriction or interference—what I refer to as
the establishment of a neo-tributary system.

In his major address to the 19th National Congress of the CPP, Chinese President
Xi Jinping encapsulated much of these objectives as the “Chinese dream of national
rejuvenation.” To achieve his objectives, Xi has laid out a two-stage development
plan to realize socialist modernization between 2020 and 2035, and between 2035
and the middle of the 21st century to develop China into a great modern socialist
country “that is prosperous, strong, democratic, culturally advanced, harmonious,
and beautiful.”! These broader objectives correspond to similar objectives for the
PLA identified by Xi in the same speech: “that by 2035, the modernization of our
national defense and force is basically completed, and that by the mid-21st century
our people’s army forces have been fully transformed into worldclass forces.” 2

Since coming to power, Xi has overseen a significant transformation of the Peo-
ple’s Liberation Army in terms of composition, structure, and missions.

e Composition. While Beijing does not publish authoritative statistics on its mili-
tary investments, it is clear that recent years have seen a significant shift in
the PLA away from its traditional ground-centric orientation toward air power,
naval power, and other capabilities that are essential to projecting power and
fighting advanced adversaries. Indeed, while the overall size of the PLA has re-
portedly shrunk by 300,000 in recent years, the size of the PLA Navy and Air
Force has actually increased. Indeed, the PLA Navy, Chinese Coast Guard
(CCG), and the People’s Armed Forces Maritime Militia (PAFMM) form the
largest maritime force in the Indo-Pacific today.3

o Structure. Beginning in late 2015, the PLA began to implement the most signifi-
cant set of reforms it has seen since the founding of the PRC in 1949. It in-
cluded the disbanding of the old general departments, establishing a ground
force headquarters, restructuring seven military regions into five joint theater
commands aligned against specific regional challenges, transitioning the PLA
service headquarters to an exclusive focus on “organize, train, and equip” mis-
sions, establishing a Strategic Support Force and a Joint Logistics Support
Force, and establishing a new joint command and control structure to coordi-

1Remarks by Xi Jinping Delivered at the 19th National Congress of the Communist Party
of China, Secure a Deceive Victory in Building a Moderately Prosperous Society in All Respects
and Strive for the Great Success of Socialism with Chinese Characteristics for a New Era,” Deliv-
ered October 18, 2017, http:/www.xinhuanet.com/english/download/Xi—dJinping’s—report—at—
19th—CPC—National—Congress.pdf, 2425.

2]bid., 48.

3U.S. Department of Defense, Annual Report to Congress: Military and Security Developments
Involving the People’s Republic of China, 2018, 16.
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nate China’s responses to regional crises and conduct preparations for wartime
operations.4

e Missions. The PLA has dramatically expanded the aperture of missions and con-
tingencies it must prepare for. According to the U.S. Department of Defense,
Taiwan contingencies remains the PLA’s main “strategic direction,” while other
focus areas for the PLA include the East China Sea, the South China Sea, and
China’s borders with India and North Korea. In 2015, China outlined eight
“strategic tasks” that the PLA must be prepared to execute:

Safeguard the sovereignty of China’s territory;

Safeguard China’s interests in new domains such as space and cyberspace;
Maintain strategic deterrence;

Participate in international security cooperation;

Maintain China’s political security and social stability; and,

Conduct emergency rescue, disaster relief, and “rights and interest protection”
nenes ©
missions.

These represent a broad mandate for the PLA. Safeguarding sovereignty, and con-
ducting “rights and interest protection” missions, are clear references to Chinese ef-
forts to assert its claims in the East and South China Seas. Moreover, the 2017 es-
tablishment of China’s first overseas military base in Djibouti, and expanded PLA
Navy operations in the Indian Ocean and the Mediterranean, are further examples
of how broadening national interests are driving PLA operations at increasingly
greater distances from the Chinese mainland.

Xi has also sustained decades of significant investments in the military. China’s
announced 2018 military budget—$175 billion, an increase of 8.1 percent from
20177—sustains decades of spending increases, making China the second-largest
military spender in the world after the United States. Yet it does not tell the entire
story; China’s announced military budget omits several major categories of expendi-
ture, making China’s actual military-related spending significantly greater. The De-
partment of Defense estimates China’s actual military-related spending at more
than $190 billion in 2017.7

Ultimately, these dramatic changes are intended to enhance the PLA’s ability to
conduct joint operations, improve its ability to fight short-duration, high-intensity
regional conflicts at greater distances from the Chinese mainland in a diverse set
of contingencies, and strengthen the CCP’s political control over the military.8 As
a result of these changes, Xi has declared that China has “initiated a new stage in
strengthening and revitalizing the armed forces.”

It is also important to note that other Chinese security forces such as the People’s
Armed Police, the CCG, and the PAFMM also play significant roles in defending
and advancing Chinese security interests.® This is especially true of China’s efforts
to take advantage of the “gray zone” to advance China’s claims in the East and
South China Seas.

Continued Challenges

While some in the United States may in the past have not appreciated the signifi-
cance of the challenge posed by China’s growing military power, it would also be
a mistake to overestimate China’s military capabilities. Despite the incredible trans-
formation we have seen from the PLA in recent years, it continues to face signifi-
cant challenges—many of which Xi has sought to address with his recent reforms.

o Experience. the last time the PLA fought a war was against Vietnam in 1979.
While it some units of the PLA have gained operational experience by con-
ducting Peacekeeping Operations or counter-piracy operations off of East Africa,
such experience is necessarily limited. Unfortunately, the U.S. military has
much more experience in conducting combat operations and extended power
projection—though not against an advanced military like the PLA.

4Joel Wuthnow and Phillip C. Saunders, Chinese Military Reform in the Age of Xi Jinping:
Drivers, Challenges, and Implications, (Washington, D.C.: National Defense University press,
2017).

5U.S. Department of Defense, Annual Report to Congress, 45-46.

6Brad Lendon, “China boosts military spending 8 percent amidst ambitious modernization
drive,” CNN, March 5, 2018, https://www.cnn.com/2018/03/04/asia/chinese-military-budget-intl/
index.html.

7U.S. Department of Defense, Annual Report to Congress, 82.

81bid., 1.

9See Conor M. Kennedy and Andrew S. Erickson, “China’s Third Sea Force, The People’s
Armed Forces Maritime Tethered to the PLA,” China Maritime Report, No. 1, March 2017.
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e Political Loyalty. Party officials and PLA leaders repeatedly admonish officers
and enlistees not to heed calls for “getting the Party out of the Army,”
“depoliticizing the military,” or “nationalizing the armed forces.” These repeated
remonstrations, as well as Xi Jinping’s focus on enhancing the PLA’s political
loyalty as part of his reforms, suggests that these are issues of particular sa-
lience for China’s leaders. Yet as scholars at RAND have pointed out, “for the
CCP leadership, the PLA’s status as a Party army is an important strength, not
a weakness.” 10

o Joint Operations. Like the United States, China is likely to find joint operations
easier to describe on paper than to conduct in reality. I expect that achieving
true effective “jointness” will be a long-term objective for the PLA.

o International Relationships. Unlike the United States, China does not enjoy a
network of alliances. Indeed, in my experience, Chinese scholars and officials
often describe these relationships as fundamentally transactional and coercive
in nature, suggesting that Beijing will be hard-pressed to establish the kind of
close relationships that Washington has cultivated for decades. This will likely
impose a fundamental limit on the PLA’s ability to project and sustain power,
especially during a conflict.

Implications for the United States

China’s rapid and significant military modernization program has significant im-
plications for the United States, our allies, and our interests in the Indo-Pacific.
China’s rise is already changing the balance of power in the Indo-Pacific, and will
have profound implications for the future of the liberal international order. While
China does not seek to fundamentally undermine this order, it does seek to exempt
itself from the restrictions and responsibilities that such an order would entail—a
version of “Chinese exceptionalism”—to a degree that would render it largely irrele-
vant. For the United States, its allies, and its partners, a more capable Chinese
military should be major issue of concern and a driver of some significant shifts in
policy and investment.

I agree with the current administration’s explicit recognition of the great power
competition that is currently underway between China and the United States.l!
Military issues play a significant role in that competition—the United States will
not be able to sustain a “Free and Open Indo-Pacific” unless it accounts for the chal-
lenges posed by an increasingly capable PLA.

Unlike the United States, China does not have global responsibilities or the need
to defend interests around the world against the full spectrum of military threats.
Rather, the PLA can focus its investments and strategies in a relatively limited ge-
ography (e.g., China’s periphery and vital maritime sea lanes) against a relatively
limited number of potential external threats (e.g., China’s neighbors and the United
States). As a result, the PLA has been able to tailor its capabilities to exploit the
perceived vulnerabilities of its potential adversaries while maximizing China’s geo-
graphic advantages in various contingencies.

The result is a layered set of capabilities spanning the air, maritime, space, elec-
tromagnetic, and information domains designed to conduct long-range attacks
against adversary forces that might deploy or operate within the western Pacific
Ocean.'2 China is also increasingly capable of projecting power further afield from
China’s mainland, enhancing Beijing’s ability to assert its preferences, defend its in-
terests, and potentially to coerce adversaries at great distances.

These developments raise the risk of U.S. operations throughout the Indo-Pacific,
and especially within what Chinese strategists refer to as the “first and second is-
land chains.” Every day, U.S. forces likely fly, sail, and operate within range of ad-
vanced Chinese military capabilities. Our military bases in Japan and the Republic
of Korea similarly live within range of Chinese military power. In peacetime, these
risks are in my estimation manageable—we simply must reacclimate ourselves to
life with an advanced military competitor. Still, even in peacetime, China’s growing
military power will be a significant asset for Beijing in their efforts to assert terri-
torial claims, undermine or adjust international law, and coerce nations smaller,
less powerful, and with less capable militaries than the United States.

In a war, China will also pose significant challenges. While I will leave official
military estimates to my former colleagues in the U.S. military, I will convey my

10 Michael S. Chase, Jeffrey Engstrom, et. al., China’s Incomplete Military Transformation
(Monterey: RAND Corporation), 2015, 44.

11 President Donald J. Trump, National Security Strategy of the United States of America, De-
cember 2017; Secretary of Defense James Mattis, Summary of the 2018 National Defense Strat-
egy of the United States of America.

12U.S. Department of Defense, Annual Report to Congress, 59.
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personal assessment that the U.S. retains the ability to prevail against China in
every conceivable contingency. Yet as the PLA grows increasingly capable, such vic-
tories will likely come at an increasingly high cost.

Several recent scholarly works have focused on the potential for conflict between
rising great powers and established powers.13 Yet one point often lost in these his-
torical analyses is that major power conflicts often include, and at times are trig-
gered by, interventions in peripheral geographical areas. It is for this reason that
I am most concerned about the potential for crisis and conflict between China and
the United States along China’s periphery, and why I will focus on three of those
areas to illustrate the implications for the United States of China’s military mod-
ernization.14

Taiwan

After years on the strategic back burner, Chinese pressure on Taiwan is re-
emerging as a major issue in East Asia and in relations between China and the
United States. Since Tsai Ing-wen was inaugurated as President of Taiwan in 2016,
five countries have switched diplomatic relations from Taipei to Beijing: Sao Tome
and Principe, Panama, the Dominican Republic, Burkina Faso, and El Salvador.
Cross-strait tourism has dropped dramatically, and Beijing has dramatically in-
creased military pressure on Taiwan. As described by the U.S. Department of De-
fense, the PLA continued to develop and deploy increasingly advanced military ca-
pabilities intended to coerce Taiwan, signal Chinese resolve, and gradually improve
capabilities for an invasion. These improvements pose major challenges to Taiwan’s
security, which has historically been rooted in the PLA’s inability to project power
decisively across the 100nm Taiwan Strait, the natural geographic advantages of is-
land defense, Taiwan’s armed forces’ technological superiority, and the possibility of
U.S. intervention.15

As a result of China’s military modernization effort, Taiwan’s historic techno-
logical and geographical advantages have significantly eroded. Taiwan has made im-
portant shifts in both investments and strategy to account for these changes, and
is reportedly working to develop new concepts and capabilities for asymmetric war-
fare. According to the Department of Defense, some specific areas of emphasis in-
clude offensive and defensive information and electronic warfare; high-speed stealth
vessels; shore-based mobile missiles; rapid mining and minesweeping; unmanned
aerial systems; and critical infrastructure protection.’® Yet more will need to be
done to develop an effective asymmetric and innovative strategy for Taiwan to de-
fend itself. One critical aspect will be in the defense budget: Taiwan has consistently
under-invested in its military, and costs associated with transitioning to an all-vol-
unteer force have already diverted resources away from defense acquisition pro-
grams as well as training and readiness.1?

Unlike with its formal allies, the United States does not have a formal commit-
ment to defend Taiwan. Rather, as codified in the Taiwan Relations Act, it is the
policy of the United States “to maintain the capacity of the United States to resist
any resort to force or other forms of coercion that would jeopardize the security, or
the social or economic system, of the people on Taiwan.”18 As China’s military
grows increasingly capable, the United States will need to make the necessary in-
vestments to ensure it retains the capacity to defend Taiwan, enhance Taiwan’s
ability to defend itself, and make it clear to Beijing and to the rest of the world
that Taiwan is a priority.

Korea

The Korean Peninsula has been at the center of East Asia’s geopolitics for cen-
turies. Since the late 19th century, the question of which regional major power
would dominate the peninsula has been a central issue for three major regional

13 Graham Allison, Destined for War: Can America and China Escape Thucydides’s Trap?
(New York: Houghton Mifflin Harcourt, 2017); Evan B. Montgomery, In the Hegemon’s Shadow
(Ithaca: Cornell University Press, 2016); Kori Schake, Safe Passage: The Transition from British
to American Hegemony (Cambridge: Harvard University Press, 2017).

14 Chinese officials and scholars would likely dispute that it is appropriate to include Taiwan
as part of China’s periphery, arguing that Taiwan is part of China itself. I have not included
Taiwan in this analysis as a way to make a statement about Taiwan’s formal status, but rather
to point out the geographic realities of a potential conflict between China and the United States
over Taiwan.

157.S. Department of Defense, Annual Report to Congress, 93.

16 [i% Department of Defense, Annual Report to Congress, 102.

17 Ibid.

18 Taiwan Relations Act of 1979, Pub. L. 96-8, 22 U.S.C. 3301 et seq.



55

wars.19 Considering the historic significance of the Korean Peninsula as a flashpoint
in U.S.-China relations, and the pressing realities generated by North Korea’s ille-
gal nuclear weapons and ballistic missile programs, demand a careful consideration
of U.S.-China military dynamics on the Korean peninsula.

Beijing’s objectives for the Korean Peninsula are to maintain stability, to
denuclearize the Korean peninsula, and over the long-term to diminish U.S. power
and influence in the Peninsula. But the first objective—maintaining stability—is the
fundamental driver of Beijing’s approach, and has two aspects. First, China seeks
to avoid a war on the Korean Peninsula. Beijing sees both Pyongyang and Wash-
ington as dangerous and potentially destabilizing, and modulates its strategy over
time to ensure neither side goes too far. Concurrently, Beijing seeks to prevent se-
vere economic sanctions that could threaten to undermine the stability of the Kim
regime in Pyongyang.

Relations between China and North Korea may have seen a nadir in 2016 and
2017, as Pyongyang conducted a series of ballistic and missile tests in direct con-
tradiction of UN security council resolutions and despite China’s publicly-expressed
“grave concern and opposition.”2? Yet it is clear that relations have improved since
that time, and relations between China and North Korea have warmed considerably.
Xi Jinping has met with North Korean leader Kim Jong Un three times in 2018,
and the propaganda produced by both sides from those summits sent a strong signal
of two leaders with a close working relationship. While it is doubtful that relations
between Beijing and Pyongyang will ever return to the “lips to teeth” alliance of dec-
ades past, it is clear that China sees significant value in keeping relations with
North Korea productive—at least while Pyongyang continues to refrain from taking
provocative and destabilizing actions.

Should a crisis or conflict occur on the Peninsula, China’s leaders would have sev-
eral military options to choose from, including securing the China-North Korea bor-
der and coming to the defense of North Korea to defend Kim Jong Un. As my friend
and colleague Dr. Mastro has written, China’s military modernization has given its
leaders more options than before—China now has the ability to manage instability
on its borders while also conducting major military operations in the Peninsula. I
agree with her assessment that China may intervene extensively and militarily on
the peninsula.2! But any decision by Beijing to intervene in a Korea contingency
would not be taken out of a legalistic commitment to the 1961 Sino-North Korea
Mutual Aid and Cooperation Friendship Treaty, but rather as the result of a cal-
culation of China’s likelihood of success, of the potential for escalation, and which
option is believed to maximize China’s geopolitical position in the region vis-a-vis
the United States.

Today, the threat of war on the Korean Peninsula is diminished compared to the
“fire and fury” rhetoric of 2017. I expect Beijing is pleased that Pyongyang has re-
frained from taking any provocative actions, and that both Washington and
Pyongyang are committed to a diplomatic process that involves the suspension of
U.S.-ROK joint military exercises. By conducting three summits at the leader level,
Beijing has sent a clear signal that it has a major role to play on this issue, and
it will not just go along with Washington’s preferences.

The East and South China Seas

In recent years, China has dramatically enhanced its capabilities and intensified
its operational posture in the East and South China Seas. Beijing’s goal is to ad-
vance its territorial claims in those areas, and more broadly to expand its geo-
political power at the expense of its neighbors.

In the East China Sea, Beijing’s efforts to advance its claims has involved the use
of lowintensity coercion operations by the PLA Navy, the CCG, and the PAFMM.
These so-called “gray zone” tactics fall below the level of a confrontation that would
demand a traditional military response, yet over time have the effect of gradually
increasing pressure on Tokyo and testing its resolve and that of the U.S.-Japan Alli-
ance.

Similarly, in the South China Sea, Beijing seeks to use its military and para-
military forces to assert its claims and gradually intensify pressure on its neighbors.
Yet unlike in the East China Sea, Beijjing in the South China Sea has conducted
a campaign of island reclamation and military construction that is unprecedented

19The First Sino-Japanese War (1894-1895), the Russo-Japanese War (1904-1905), the Korean
War (1950-1953).

20 Holly Ellyatt, “China has ‘grave concerns’ about North Korea’s latest missile test,” CNBC,
November 29, 2017, https://www.cnbe.com/2017/11/29/china-north-korea-missile-reaction.html.

21 Qriana Skylar Mastro, “Why China Won’t Rescue North Korea,” Foreign Affairs, January/
February 2018.
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in terms of speed and scale. China has added over 3,200 acres of land to the seven
features it occupies in the Spratly Islands, and has constructed aviation and port
falcilitiezsz, barracks, weapons stations, sensor emplacements, and communication fa-
cilities.

These outposts are undeniably military in nature, and are capable of supporting
military operations in the Spratly Islands and throughout the region. As described
by the U.S. Department of Defense, “This would improve China’s ability to detect
and challenge activities by rival claimants or third parties, widen the range of capa-
bilities available to China, and reduce the time required to deploy them.” 23

During his confirmation hearing earlier this year, Admiral Philip Davidson stated
that China’s militarization of the Spratly Islands means “China is now capable of
controlling the South China Sea in all scenarios short of war with the United
States.”24 1 agree with the Admiral’s assessment, and I would note that this has
significant implications for the other claimants in the South China Sea and for the
United States. As we are currently engaged in a peacetime competition with China,
it is incumbent on the United States to make it clear that it will not be cowed or
coerced. This is why it is critical that the United States—and its allies and part-
ners—continues to fly, sail, and operate in the South China Sea and wherever else
international law allows—it is an undeniable demonstration to our competitors, al-
lies, and partners of U.S. resolve and capability.

Most distressingly, China’s assertiveness in the East and South China Sea both
questions fundamental aspects of traditional American foreign policy—freedom of
navigation25—and implicates explicit U.S. commitments to its allies in Japan and
the Philippines. A miscalculation by Beijing in either of these areas. could rapidly
escalate into a crisis and confrontation with the United States.

I do not see China’s actions in the East and South China Seas to date as fun-
damentally altering U.S. calculations when it comes to China. At the most, these
actions increase the potential for, and severity of, crises between Beijing and Wash-
ington. Though I can no longer state so authoritatively, my expectation is that U.S.
will and ability to defend its allies and interests in the region are unchanged. The
challenge for Washington is to develop realistic and effective strategies to counter
China’s “grey zone” tactics and to enhance relationships with its allies and partners
to form a more effective resistance to Chinese assertiveness.

U.S. Options

Sustained, significant investments in relevant military capabilities will be essen-
tial for the United States to sustain its advantages and address emerging challenges
vis-a-vis China. This does not just apply to the U.S. defense budget—the U.S. com-
petition with China encompasses all elements of national power, and all tools of
competition will require resources. This includes diplomacy, security assistance, and
trade and investment policies that deepen ties between the United States and the
rest of the Indo-Pacific.

There are other areas where the U.S. has the opportunity to significantly enhance
its ability to compete militarily with China. Specifically, the U.S. should develop
policies and initiatives to enhance its posture in the region. This could include a
multi-billion dollar initiative to enhance deterrence and U.S. posture in the Indo-
Pacific by investing in new capabilities, new exercises, and new infrastructure tai-
lored to enhancing U.S. capabilities in the Indo-Pacific.26

Additionally, the U.S. could develop initiatives designed to empower its regional
allies and partners to do more to contribute to public goods and enhance their defen-
sive capabilities. Allies and partners have played an important role in American for-
eign and national security policy since before the founding of our nation, and we
should continue to play to our strengths. By implementing a strategy to empower
its allies and partners in the IndoPacific and more effectively drive them to con-
tribute to the health and success of the regional liberal order, the United States has
an opportunity to proactively address emerging regional challenges and sustain
American regional power and leadership. Such a strategy would not only enhance

227J.8S. Department of Defense, Annual Report to Congress, 17.

23U.S. Department of Defense, Annual Report to Congress, 17.

24“Advance Policy Questions for Admiral Phiilp Davidson, USN Expected Nominee for Com-
mander, U.S. Pacific Command,” April 2018, https:/www.armed-services.senate.gov/imo/media/
doc/Davidson—APQs—04-1718.pdf.

25This is about more than international law as codified by the UN Convention on the Law
of the Sea (UNCLOS). Recall that the first war ever fought by the United States—against the
Barbary Pirates (1801-1815)—was fought over freedom of navigation.

26 For this and other ideas, see Eric Sayers, “15 Big Ideas to Operationalize America’s Indo-
Pacific Strategy, War on the Rocks, April 6, 2-18, https:/warontherocks.com/2018/04/15-big-
ideas-to-operationalizeamericas-indo-pacific-strategy/.



57

regional stability and prosperity—it will also enhance the ability of the United
States to compete with China. While this would not necessarily be an anti-China
strategy, it does recognize the extent of the challenge posed by China and would
represent a positive approach to advance the interests of the United States and its
allies and partners.

This approach was suggested by Secretary of Defense Ash Carter’s speech at the
2016 Shangri-La Dialogue in Singapore. Secretary Carter described the U.S. role in
the IndoPacific as providing, with its network of allies and partners, the “oxygen”
of regional stability that has underwritten rapid economic growth and the develop-
ment of security ties. He advocated for the further development of the increasingly
interconnected region into a “principled security network.” Such a network would
entail “nations building connections for a common cause, planning and training to-
gether, and eventually operating in a coordinated way.”27 The United States would
continue to serve as the primary provider of regional security and a leading contrib-
utor to the region’s principled security network, while at the same time empowering
its allies and partners in the region to do more for themselves.

Considering the challenges it faces, the United States should work with its allies
and partners to preserve the key principles that have enabled the region’s stability
and prosperity, while also adapting its approach to reflect the requirements of a
changed world. At a geopolitical level, this will mean sustaining the key attributes
of the international order that it has trumpeted since the end of World War II,
which were described by Henry Kissinger as “an inexorably expanding cooperative
order of states observing common rules and norms, embracing liberal economic sys-
tems, forswearing territorial conquest, respecting national sovereignty, and adopting
participatory and democratic systems of government.” 28

As Secretary of Defense James Mattis said, “History is clear: nations with strong
allies thrive, and those without them wither.”2° I agree entirely, and strongly be-
lieve that a focused and engaged United States, along with empowered and capable
allies and partners, are our best answer to the significant challenges posed by an
increasingly capable Chinese military.

The views expressed are the author’s alone, and are not necessarily those of the
Wilson Center or of the U.S. Government.

Senator GARDNER. Thank you, Mr. Denmark.

And we will begin with questions I think starting where you and
Mr. Denmark talking about an engaged United States, talking
about empowered allies.

The legislation that I mentioned in my opening statements that
Senator Markey, Senator Kaine, and others on the committee are
all a part of, the Asia Reassurance Initiative Act, aims at sort of
building that long-term strategy into law where the Congress and
the executive branch can speak with one voice. I think under the
Obama administration, the Asia pivot or rebalance was a good idea
in concept, but what more can we do to actually back that up in
law through policy and funding and other opportunities to engage
diplomatically not just from a security standpoint?

So the bill focuses on three pillars: security and the economy and
human rights, rule of law. Under the security provisions of the bill,
it authorizes, the Asia-Pacific Security Initiative funds at $1.5 bil-
lion over the next 5 years. From an economic standpoint—it has
language dealing with North Korea, Taiwan, continuing our com-
mitment to the Six Assurances, the Taiwan Relations Act, and
other languages to help build up counterterrorism capabilities,

27 Secretary of Defense Ash Carter, “Remarks on ‘Indo-Pacific’s Principled Security Network’
at 2016 IISS Shangri-La Dialogue,” U.S. Department of Defense, June 4, 2016, https:/
www.defense.gov/News/Speeches/Speech-View/Article/791213/remarks-on-Indo-Pacificsprincipled-
security-network-at-2016-iiss-shangri-la-di/.

28 Henry Kissinger, World Order, (New York, NY: Penguin Publishing), 2014, 1.

29 “Stenographic Transcript Before the United States Senate Committee on Armed Services To
Conduct a Confirmation Hearing on the Expected Nomination of Mr. James N. Mattis to be Sec-
retary of Defense,” January 30, 2017, https://www.armed-services.senate.gov/imo/media/doc/17-
03—01-12-17.pdf
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training efforts, maritime domain awareness, issues in the South
China Sea. From an economic perspective, it highlights the impor-
tance of multilateral, bilateral trade engagement using USAID op-
portunities to develop better trade capacity and, of course dealing
with the human rights issues, whether that is Uighurs and the sit-
uation facing them in China or the challenges we face in Myanmar
and the Philippines.

Is an approach like that something that we ought to be pur-
suing? What more can we be doing within legislation like that to
show our commitment and meat on the bone, so to speak, to an
Indo-Pacific strategy? Dr. Mastro and then Mr. Denmark.

Dr. MASTRO. So I think that is a good start to what the United
States could do, but it does fall somewhat in the category of what
I would label of doing just more of the same. Specifically, we focus
on our partners and allies, and that is important. But what China
is doing is exploiting gaps in the order. So we talk about the U.S.-
led international order and whether China is challenging it or not.
But in reality there are many areas of the order that lack cer-
tainty, are ambiguous, do not have consensus. I would label cyber-
security as one of these areas. And so what China does is it is try-
ing to build consensus or work on the periphery of the order. So,
for example, when they did One Belt, One Road and they initially
moved into Central Asia, they were not challenging the United
States because the United States was not there. And so I would say
that in addition to strengthening our relationship with traditional
partners and allies, the United States needs to think more broadly
about its relationships with countries around the globe.

Also, in terms of the security initiatives, I would recommend that
we think more about demand not supply in kind of business terms.
You often—at least in my experience, you think about what the
United States has to offer in terms of security assistance. And then
we try to put together packages, whether it is visits, port visits, or
a rotation of a squadron, or what have you, instead of looking at
what those countries actually demand. And so we should move
away from this model of increasing advertising and hoping that
countries around the world will decide they want what we have to
offer and instead try to look at what they actually want and start
supplying that.

Senator GARDNER. Mr. Denmark?

Mr. DENMARK. I think Dr. Mastro has some very good points
there.

If T could build off of what she said, in my conversations that I
have had over the past 2 years in Asia, there is a broad sense
amongst both our allies, our partners, and other countries that the
United States is easily distracted and is not devoting the kind of
resources that would be required in order to effectively compete.
While in some areas some countries what to see the United States
being open about its competition with China, other countries find
themselves uncomfortable with such an idea. So it is difficult to de-
velop a strategy for an entire region in which one size fits all. So
I agree with Dr. Mastro that we need to be able to tailor our ap-
proach to various countries based on their interests, based on their
objectives.
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But broadly speaking, there is a sense across the region that the
United States is not as powerful as we once were, that China is
more powerful, and that they need to have a good relationship with
China. But I think what is interesting, that despite those concep-
tions of American and Chinese power, universally each country
wants to engage the United States. They want us there. In terms
of demand signal, the main demand signal I see broadly speaking
for most of these countries in the Indo-Pacific is they want the
United States engaged. They want us to be doing more in the re-
gion.

So while I welcome the idea of additional resources being devoted
to these things not just on the defense side but across all elements
of national power the way you described, I also do think that we
need to be careful at how we tailor these initiatives to make sure
that they are implemented in a way that is acceptable and sustain-
able for countries that have at times very different interests than
the United States and at times have interests that are not nec-
essarily compatible with one another.

So while I personally welcome more resources for these issues, I
often say that there is a difference between competing verbally or
competing in a document and actually competing in terms of re-
sources. I think this would help in that direction. But at the same
time, I completely agree with Dr. Mastro. They need to tailor those
investments for really what is needed both in terms of our poten-
tial adversaries but also what our allies and our partners are look-
ing for.

Senator GARDNER. Thank you.

Senator Markey?

Senator MARKEY. Thank you, Mr. Chairman, very much.

A recent survey conducted by the Chicago Council of Global Af-
fairs said that China is a rising military power. 62 percent of all
Americans believe that. But at the same time, only 39 percent see
China’s military power as a critical threat facing the United States
of America.

So could you each deal with that issue in terms of the public per-
ception and, I guess, answer the question of whether or not China’s
growing military might is, in fact, a critical threat to U.S. inter-
ests? Mr. Denmark?

Mr. DENMARK. Well, I do agree with the minority of Americans
who see China as being a critical threat in the military sense, but
I would say more over the long term. At the current time, I think
China is a military challenge in ways, as I explained in my testi-
mony, both to American security, American interests and those of
our allies. And I would focus especially on China’s threat to our al-
lies, Japan and the Philippines being most immediate. And I dis-
cuss this in my prepared testimony.

I do think that the nuances of these issues are generally lost on
the American public about why China and Japan are having prob-
lems or why what China is doing in the South China Sea is a chal-
lenge. And it is difficult to explain to the American people why a
few thousand acres in the South China Sea represents such an im-
portant and critical challenge. I am sorry. While I believe that
China is a critical threat, I also understand the phenomenon that
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the majority of the American people do not see it as critically as
maybe as those who focus on it do.

Senator MARKEY. Dr. Mastro, so how do we close that gap, if you
agree with Mr. Denmark’s conclusion that it is a real threat? How
would you recommend that the Congress or those that care about
this issue ensure that there is a full understanding of what is hap-
pening?

Dr. MASTRO. So I am not an expert on American domestic poli-
tics. But I think the big point here is that what this poll represents
is that China has done a very good job at what I have mentioned,
which is creating a great deal of uncertainty about its intentions.

Senator MARKEY. They have done a very good job of doing what?

Dr. MASTRO. So what they are doing is they diversified power,
and they did it in a sequential way such that anything that you
point to, for example, a certain military threat, someone could
equally point to how they are cooperating in the Gulf of Aden, for
example. Or if you talk about them undermining the international
order, someone could equally point to, well, they are actually a part
of the WTO or they support the United Nations

Senator MARKEY. So you are saying that results in the 39 per-
cent thinking that it is not that big—that only 39 percent believe
that it is a big threat to us.

Dr. MASTRO. Exactly. It creates a delay. Most of our threat per-
ceptions come from identifying military forces, and Chinese mili-
tary modernization only began in a big way about 10 to 15 years
ago and the United States has been focused on other issues. And
so because of this, I think that is why the American public is not
focused on the potential for conflict with China.

I would just like to conclude that by saying we are too focused,
I think, on the possibility of war with China. If you look histori-
cally, the big question is not only whether or not the United States
and China is going to fight a war, but that 80 percent of rising
powers overtake the great power. So I doubt that we would think
it is a mark of successful U.S. policy if China even peacefully be-
came the dominant global leader and we were second to them.

Senator MARKEY. Well, we do not want to over-hype that threat,
though, that we are the world power and they are the rising power
and that they would overtake us. Is that what you are saying?
Eight out of 10 times that is what happens.

Dr. MASTRO. Eight out of 10 times that is what happens peace-
fully or through war.

Senator MARKEY. So we do not want to over-hype that, though,
because we clearly have a far superior military right now. So what
is your recommendation to us that we undertake as a strategy in
order to make sure that we avoid that result?

Dr. MASTRO. I think we need to switch from a deterrence by pun-
ishment to deterrence by denial strategy.

Senator MARKEY. Deterrence by what?

Dr. MASTRO. By denial strategy.

So we have this understanding based on our decades of experi-
ence with our superior military force, as you mentioned, sir, that
we could force China to give up in certain scenarios by inflicting
a lot of costs on them. But my understanding of Xi Jinping and his
military strategy is if they can succeed, they do not care what the
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costs would be. And so instead of trying to convey that it would be
costly for them, for example, to invade Taiwan, we need to start
building military forces and positioning them such that no matter
what level of resolve China has, they could not physically accom-
plish their goal.

Senator MARKEY. Great.

So do you agree with that conclusion, Mr. Denmark, that Xi
Jinping just does not care what the cost is? They are going to do
whatever they want and there can be complete indifference to what
the impact is upon the fiscal wellbeing of their country?

Mr. DENMARK. I think that Xi Jinping has demonstrated himself
to be willing to take risks, willing to accept turbulence